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PREFACE 


HIS volume is a special supplement to 
a quarterly publications of the 
JournaL. The reader is asked to peruse 
this issue both as a new departure and as 
an addition to the expanding services of 
the American Marketing Association 
rather than as an editorial experiment in 
Journal policy. Contents do not pre- 
sume to be all-inclusive since space 
limitations have permitted only selective 
topics on wholesaling. 

In publishing the supplement, the 
hope is expressed that a single volume on 
wholesaling may serve a special purpose 
to all members whether they are directly 
or only incidentally engaged in this 
function of marketing. All too frequently 
we have overlooked the broad aspects of 
the American Marketing Association by 
placing undue emphasis upon marketing 
research or some other single function of 
marketing. Wholesaling is one phase of 
our American economy to which greater 
attention should be given by practition- 
ers, teachers, and students of the Ameri- 
can system of distribution. 

During the office tenure of Wroe Alder- 
son as 1948 President of the Association, 
the directors approved the proposal for 
this and similar issues of the JourNAL, 
provided that means be found to finance 
the printing costs. Inasmuch as no prec- 
edent had been established, the format 
of this issue has been patterned after 
The Annals, published by the American 
Academy of Political and Social Science, 
and in particular the May 1940 issue on 
““Marketing in Our American Economy.” 
The special editor of this volume as 
well as some of the present contributors 
were instrumental in preparing the ear- 
lier and more general publication. At 
that time, the special issue of The Annals 
enjoyed a wide readership among our 
own Association members. Perhaps this 


issue on ““Wholesaling in Our American 
Economy” will enjoy similar success. It 
is presented solely for the many readers 
who have sought special information in 
the field. 

The American Marketing Association 
is indebted to the National Association 
of Wholesalers for financing the printing 
of this volume. A grant of $2,000 was 
made for the purpose and has been paid 
to the Journat in order to help defray 
publication costs. The grant carried no 
limitation on editorial content except 
that the JourNnat’s Board of Editors re 
quested that a special editor be ap- 
pointed to correlate authors’ contribu- 
tions. While the special editor is a trustee 
of the National Association of Whole- 
salers, his interest in the American 
Marketing Association long precedes 
any interest in the specialized field. The 
volume is presented without prejudice. 
Elsewhere in th., issue there is a state- 
ment of the activities and purposes of 
the National Association of Wholesalers. 
Each contributing author is responsible 
for the facts contained in his article. Edi- 
torial supervision has been confined to 
organization of the volume and the 
elimination as far as possible of duplicate 
material. 

Parenthetically, it is the desire of the 
Association that similar cooperation be 
secured from other trade associations and 
business groups toward the end that 
other special supplements may be pub- 
lished on other special topics of mutual 
interest. Some years ago in projecting the 
Association’s Nationa Roster, first 
published when the special editor was 
the Association President, there was 
some skepticism as to its value. Time 
has proved the worth of the NATIONAL 
Roster. Similarly, it is the hope that 
JourNnAL supplements of the future may 


i 








it 





THE JOURNAL OF MARKETING 





go far beyond this present innovation. 

Wholesaling has been defined by the 
Definitions Committee of the American 
Marketing Committee in the JouRNAL 
of October 1948. Unfortunately, the 
Association’s definition as well as many 
others makes reference to “middlemen,” 
“jobbers,” and the like. Such descriptive 
terms may be repugnant to wholesalers 
because of implied connotations. Need- 
less to say no satisfactory definition has 
been given to wholesaling by those who 
engage in the field. None has been at- 
tempted in this volume. The most re- 
cent controversy is the Wholesale Classi- 
fication by the Technical Committee on 
Standard Industrial Classification, Bu- 
reau of the Budget, and in current Census 
ennumeration. Wholesale distribution, 
like other phases of marketing, is a dy- 
namic force ever subject to change in 
our economy. We seek only a better 
understanding of the tools with which we 
work. 

For convenience of editorial presen- 
tation, this volume is divided into two 
parts. Part I contains articles by major 
contributors on various wholesale func- 
tions and problems in the trade. Also 
included are some of the prize winning 
essays received from the $1,500 contest 


sponsored last year by the National 
Association of Wholesalers. Part II 
presents a selected group of articles 
written by trade association executives 
on their respective industries. Again 
because of space limitations, there has 
been no attempt to make this section all- 
inclusive. 

The volume is a product of joint effort 
by many individuals. All contributors 
freely gave of their time in preparation 
of the various articles. Credit goes es- 
pecially to Wroe Alderson who projected 
the idea and cooperated fully in the 
preparation of the volume as well as 
contributing a major article. Mrs. John 
H. Githens and Miss Jane Satterfield, of 
the firm of Alderson & Sessions, assisted 
in preliminary review and editing of all 
articles before publication. The trustees 
of the National Association of Wholesal- 
ers deserve a special note of appreciation 
for their individual and several support, 
together with Paul H. Bolton, their Ex- 
ecutive Vice President, in expediting the 
publication. 

Howarp T. Hovpe 
Special Editor 
Philadelphia, Pa., 


July 1949 
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FOREWORD 


THE ORIGIN AND FUNCTIONS OF THE NATIONAL 
ASSOCIATION OF WHOLESALERS, INC. 


PAUL H. BOLTON 
Executive Vice President 


T Is a matter of deep interest and great 
| pore to the National Associa- 
tion of Wholesalers to have played an 
important role in the initiation and spon- 
sorship of this special issue of THE 
JOURNAL OF MARKETING. While many 
members of our official family have con- 
tributed articles telling the wholesale 
story of their particular business, this 
issue is not exclusively an Association 
story. A number of other wholesalers 
were invited likewise to describe their 
distribution functions in these pages. 

Wholesaling has been referred to as “a 
transmission belt in the distribution of 
merchandise from the producer to the 
seller.” In our industrial economy and in 
its translation through public relations, 
this function is far less dramatic than 
that of many other participants. Be- 
cause of this, the wholesaler frequently 
finds himself in a defensive position or 
in one where the public appears to be un- 
friendly or critical. For the most part 
this is true because they do not under- 
stand how important wholesaling has 
become in the development and mainte- 
nance of our high standard of living in 
America today. 

As authoritatively documented in the 
important article by Wroe Alderson, our 
nation’s combined annual wholesale vol- 
ume now totals around 165 billion dol- 
lars. That staggering figure automatically 
commands respect because it represents 
a very sizable portion of our nation’s 
annual business volume. When it is 
further realized that our combined 


wholesale trades serve an aggregate of 
approximately 2,000,000 retailers the 
importance of this function is under- 
scored even more impressively. 

Because the National Association of 
Wholesalers has assumed the sponsor- 
ship of this special edition, it has been 
suggested that JOURNAL readers may be 
interested in a few facts outlining our 
origin and functions. For many years 
the wholesale interests had a loosely-knit 
organization known as the Council of 
National Wholesale Associations. In 
1946 the representatives of a majority 
of these groups met in Washington and 
formed the National Association of 
Wholesalers, Inc. The components of 
this Association are the wholesale trade 
groups representing such fields as to- 
bacco, drugs, dry goods, lumber, coal, 
automotive parts and equipment, and 
wall paper. Intense interest on the part 
of other wholesale lines suggests expan- 
sion to include several comparable trade 
organizations. 

National headquarters of the Associ- 
ation were recently transferred from New 
York City to 708 Ring Building, Wash- 
ington, D. C. and an expanded program 
is being implemented in these newer and 
larger quarters in the nation’s Capital. 
Intensified activity in the fields of dis- 
tribution research and legislative analy- 
sis is being pursued. An elaborate pro- 
gram of education and public relations 
has recently been undertaken. 

In connection with this latter activity 
the National Association of Wholesalers 
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is very enthusiastic in its sponsorship of 
this special issue. They feel that it is 
truly a major contribution to the cur- 
rent literature on wholesaling. One of 
the projects on which much emphasis is 
being placed is that of furnishing speak- 
ers before Marketing classes in leading 
colleges and universities. N.A.W. has 
assumed responsibility for recruiting a 
large staff of volunteer speakers possess- 
ing skill and experience in the field of 
wholesaling and arranging through the 
Washington headquarters office to make 
them available to Marketing classes as 
well as to the many new Marketing 
Clubs recently encouraged by the Amer- 
ican Marketing Association. Their mes- 
sages to students will be reinforced by 
an authentic and marvelously complete 
fund of statistical and auxiliary data 
concerning wholesaling. Such speak- 
ers will be better able to provide a clear 
picture of the vocational opportunities 
existing in this business because of this 
diversified series of articles detailing 


specific branches of wholesaling in major 
classifications. 

Finally it is a source of much gratifi- 
cation to contemplate the excellent pub- 
lic relations medium for the entire field 
of wholesaling which this volume pro- 
vides. It is doubtful if any contemporary 
publication has ever assembled such a 
wealth of factual data and up-to-the- 
minute information on all phases of 
wholesale distribution. Any who may 
have been inclined to minimize the im- 
portance of these vital elements of free 
enterprise distribution in America’s econ- 
omy will gain a new vision of wholesal- 
ing’s essentiality as they read these pages. 
Copies are being made available to 
college and university libraries as well as 
to Public Libraries in principal market- 
ing centers. 

A new and high note in telling the 
story of wholesaling has here been at- 
tained in a manner more forceful than 
has been possible during recent war- 
distracted years. 
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SCOPE AND PLACE OF WHOLESALING 
IN THE UNITED STATES 


WROE ALDERSON 
Alderson &§ Sessions 


HE scope of wholesaling may be 

measured statistically by the volume 
of wholesale trade, the number of whole- 
saling establishments, and the men and 
capital employed. The place of the 
wholesale function in the American econ- 
omy needs to be considered in the per- 
spective of economic and marketing 
theory. The purpose of this paper is to 
present the statistical picture in broad 
outline and to offer some suggestions for 
putting the wholesale function in theo- 
retical perspective. 

Some students have been inclined to 
regard as wholesale trade all trade that is 
not retail. The adoption of this point of 
view for the first Census of Distribution 
set a pattern of statistical inclusiveness 
which was fortunate at the time. Data 
were thus assured for all types of inter- 
mediaries such as brokers and manufac- 
turers’ agents as well as for wholesalers 


proper. This volume of essays deals 
primarily with the wholesaler as an inde- 
pendent intermediary. We are concerned 
only secondarily with traders who func- 
tion as agents representing either pro- 
ducers or retailers. The independent 
wholesale intermediary continues to 
flourish in many lines of trade. This is 
true even in those lines in which pro- 
ducers and retailers have absorbed im- 
portant segments of wholesale trade or 
have exerted determined efforts to con- 
trol it. The survival and continued vigor 
of the wholesaler is remarkable consider- 
ing the persistent attempts to supplant 
him which have been made by many of 
the producers and retailers whom he 
serves. To understand the survival 
values in wholesale trade is to make 
substantial progress toward an adequate 
perspective concerning the whole distri- 


bution process. 
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THE VOLUME OF WHOLESALE TRADE 


The total volume of wholesale trade 
in 1948 was 165 billion dollars. This esti- 
mate assumes that the volume of whole- 
saling is continuing to run at slightly 
less than two-thirds of the value of the 
gross national product. This was the 
approximate ratio of wholesale trade 
and gross national product for the census 
years for which figures are available on 
wholesale trade. The last census year 
was 1939. Since that date the only 
figures available are annual estimates by 
the United States Department of Com- 
merce for a portion of wholesale trade 
only, namely, service and limited func- 
tion wholesalers. The Department of 
Commerce estimate for 1948 for this 
segment of wholesale trade is approxi- 
mately 71 billion dollars.’ This is almost 
precisely three times the volume of 
service and limited function wholesalers 
shown by the last census of 1939. 

If the same threefold increase is ap- 
plied to the 1939 census figure of 55 
billion dollars for total wholesale trade, 
the figure for 1948 would be 165 billion 
dollars. This is the same figure already 
obtained by assuming a constant rela- 
tionship between gross national product 
and wholesale trade. There is, of course, 
a substantial amount of duplication in 
this total figure since the same merchan- 
dise movement may be counted first as 
sales by brokers and then as sales by 
true wholesalers. Considering the volume 
of wholesale activity rather than at- 
tempting to measure the amount of 
goods wholesaled, it is a very significant 
fact that all types of wholesalers put to- 
gether should have sales two-thirds as 
great as the entire gross national prod- 
uct. 

Retail sales provide another yardstick 
against which the importance of whole- 


1 Office of Business Economics, Department of Com- 
merce. 


THE JOURNAL OF MARKETING 


saling can be measured. Estimated re- 
tail sales in 1948 were approximately 131 
billion dollars. Thus total wholesale 
trade was about 25 per cent greater than 
total retail sales. It has already been 
pointed out that total wholesale trade is 
a broader segment of the economy than 
is usually bracketed by the term whole- 
saling. The narrower field which is of 
primary interest here is that of whole- 
saling proper which covers only those 
concerns which are intermediaries in 
the handling of merchandise. To restrict 
wholesaling to intermediaries handling 
goods is to eliminate two general classes 
of concerns which the census includes 
in wholesale trade. On one hand there is 
a great variety of agents and brokers 
who work on a commission basis and 
who neither take possession of goods nor 
undertake storage and physical handling. 
On the other hand there is a class of 
business in the wholesale field which 
handles merchandise in a manner similar 
to the wholesalers’ but which is not an 
independent intermediary. In this class 
are manufacturers’ sales branches and 
sales offices which the Census includes 
in wholesale trade. 

True wholesalers in the sense of goods- 
handling intermediaries are listed by the 
census under three classifications. First 
of all there are the service and limited 
function wholesalers who constitute by 
far the largest separate branch of whole- 
sale trade. Next there is the ciassifica- 
tion known as the assemblers, dealing 
chiefly in agricultural commodities. Fi- 
nally there is a part of the group known 
as petroleum bulk stations and terminals. 
The wholesale function in the petroleum 
field is operated primarily under the 
ownership or agency control of the oil 
companies but there is still a substantial 
portion of the volume of sales in this 
field moving through independent inter- 
mediaries. Adding together the sales for 
these three types of true wholesalers 
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accounts for approximately half of the 
total volume of wholesale trade. 

The figure for wholesaling proper, as 
so defined, was about 27 billion dollars 
in 1939—the last year for which de- 
tailed figures are available. The corre- 
sponding figure for 1948 may be esti- 
mated as 82 billion dollars. This huge 
volume of sales amounts to more than 
the entire national product for each 
year from 1931 through 1938. From 
another perspective the significance of 
the figure is evident from the fact that it 
constituted approximately one-third of 
the gross national product during 1948 
and approximately two-thirds of the re- 
tail sales for the same year. 


NuMBER AND SIZE OF WHOLESALE 
EsTABLISHMENTS 


Despite this enormous volume of 
business, wholesaling is very largely a 
field for relatively small enterprise. 
There are, of course, a number of whole- 
sale organizations which measure their 
sales in many millions of dollars. For the 
great majority, however, annual sales 
are a matter of a few hundred thousand 
dollars. It is estimated that the total 
number of establishments engaged in all 
phases of wholesale trade in 1948 was 
approximately 240,000. This estimate is 
obtained by projecting the growth trend 
shown by census figures for the period 
1929 through 1939. This estimate is ob- 
tained by assuming a 20 per cent increase 
for the nine years, 1939 to 1948, which is 
the amount of increase that occurred in 
the preceding ten-year period. There is 
some evidence that there may have been 
an even greater acceleration of the rate 
of increase. Number of firms engaged in 
wholesaling increased 50 per cent be- 
tween 1939 and 1948 according to new 
official estimates.” This is not the same 
thing as number of establishments since 


2 “Revised Estimates of the Business Population 
1929-1948,” Survey of Current Business, June, 1949. 


many of the firms in the field were mul- 
tiple operations. 

Of the total number of establishments 
in the wholesale trades about half were 
accounted for by service and limited 
wholesale functions alone while goods 
handling intermediaries number approxi- 
mately 160,000 or two-thirds of all 
firms engaged in wholesale trade. For 
all wholesale trade the average volume 
of business in 1948 was about 780 
thousand dollars as compared with ap- 
proximately 275 thousand in 1939. For 
all goods-handling intermediaries the 
average figure for 1948 was approxi- 
mately 500 thousand as compared with 
200 thousand in 1939. 

The most important type of inter- 
mediary both in number and volume of 
sales is the service and limited function 
wholesaler. The estimated average vol- 
ume for this classification was 600 
thousand in 1948 as compared with ap- 
proximately 220 thousand in 1939. These 
figures are a little higher than those for 
all goods-handling intermediaries but a 
little below the average for all wholesale 
trade. 


EMPLOYMENT AND INVENTORIES IN 
WHOLESALING 


The number of employees in whole- 
sale trade was somewhat in excess of one 
million and a half in 1939. This figure 
was slightly above the employment in 
wholesaling ten years earlier in 1939. 
Adding in the active. proprietors gives a 
total of about 1,700,000 persons em- 
ployed in wholesale trade. The total 
volume of wholesale trade did not in- 
crease during that decade but there was 
an upward trend in number of establish- 
ments. Increased employment may have 
resulted in part from this expansion in 
the number of wholesalers. Since 1939 
both volume of trade and number of es- 
tablishments have increased, and em- 


“ployment in wholesaling has also in- 
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creased moderately. The Department of 
Commerce shows employs in wholesale 
trade running about 16 per cent higher in 
1948 than in 1939. Thus the number of 
persons engaged in wholesale trade must 
have been approximately two million in 
1948. 

Employment in wholesale trade is un- 
derstandably concentrated among the 
goods-handling intermediaries. This 
broad classification accounts for 70 per 
cent of employees in wholesaling as com- 
pared with 50 per cent of the sales vol- 
ume. Agents and brokers are at the other 
end of the scale with 20 per cent of the 
volume of wholesale trade and only 5 
per cent of the number of employees. 

Large investment in merchandise in- 
ventories is a characteristic feature of 
wholesaling. In 1939 the value of whole- 
sale stocks at the end of the year 
amounted to 7 per cent of sales volume 
for the year. The ratio of stocks to sales 
for goods-handling intermediaries was 
considerably higher or about Io per cent. 
Approximately the same ratio applied 
for manufacturers’ sales branches. Cur- 
rent figures from the Department of 
Commerce indicate that inventories held 
in wholesale trade have expanded about 
in proportion to sales volume. The value 
of inventories at the end of 1948 was 
over 63 billion dollars for service and 
limited function wholesalers and prob- 
ably something over 10 billion for all 
wholesale trade. 


WHOLESALING BY LINES OF TRADE 


There is not space in this essay to go 
into detail as to the commodity fields in 
which true wholesalers play an impor- 
tant role. Estimates for various lines of 
wholesale trade in 1948 have been pre- 
pared by the Department of Commerce.® 
Food wholesaling is far and away the 


?“Survey of Buying Power, 
1949. 
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largest single line with over 16 billion 
dollars sales in 1948. The place of whole- 
saling in this field alone is sufficient to 
show the survival values in wholesaling. 
A few decades ago pessimists were 
prophesying that chain stores would soon 
monopolize the grocery field, leading to 
the extinction of the wholesale grocer. 


{The facts are that the position of the 


food chain eventually became stabilized 
at about one-third of the total retail 
business. Thus for more than twenty 
years the independents have been doing 
two-thirds of the grocery business year 
after year and have continued to be sup- 
plied primarily by various kinds of food 
wholesalers. 

The leading lines of wholesaling fol- 
lowing in order after food are as follows: 
Machinery and metals; automotive; lum- 
ber and building materials; electrical 
goods; beer, wine, and liquors; dry goods; 
hardware; tobacco products; apparel; 
and paper products; drugs and sundries; 
house furnishings; and jewelry and opti- 
cal goods. Most of these lines, as in the 
case of foods, are mainly concerned with 
products destined for the ultimate con- 
sumer. Their customers are for the most 
part retail stores in corresponding lines 
of trade. 

This is not true, however, of the second 
largest line of wholesaling, namely, the 
distributors of machinery and metals. 
Under this classification fall such basic 
types of industrial distribution as mill 
supply houses and wholesale steel ware- 
houses. Their business consists mainly 
of buying from one group of manufac- 
turers and selling to other manufacturers. 
Industrial distributors are true whole- 
salers under the definition of goods- 
handling intermediaries. The scope of 
wholesaling cannot, of course, be limited 
to those concerns who sell to retailers 
since there is this class of industrial dis- 
tributors who perform the wholesale 
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function but deal primarily with manu- 
facturers both as suppliers and as cus- 
tomers. 


CHANGING CHARACTER OF 
WHOLESALE FAcILITIES 


The type of space and facilities used 
by wholesalers varies widely in accord- 
ance with the kinds of merchandise 
handled and the classes of customers 
served. The wholesale establishment is 
generally characterized by the function 


| of storage and physical handling but its 


physical character may range all the 
way from a cold storage warehouse to an 
open lot for the storage of lumber and 
other relatively non-perishable com- 
modities. 

The character of wholesale enterprise 
also varies greatly over time, changing 
progressively with the economic history 
of the area which it serves. The general 
merchandise depot of the frontier or the 
merchandise factor of the nineteenth 
century bears little resemblance to the 
specialists wholesaling limited lines in 
the modern metropolis. It is one of the 
ironies of wholesale trade that successful 
and efficient operation by certain types 
of intermediaries tends to eliminate the 
necessity for their particular kind of 
service. Thus wholesalers in the western 
states were often appointed as exclusive 
agents by a manufacturer to build up 
his distribution in that territory. Many 
such arrangements are being cancelled 
today because the market has reached 
the point which enables the manufac- 
turer to undertake more general distri- 
bution on his own behalf. 

Manufacturers who are today selling 
direct to retailers would never have 
reached the position in which they could 
do so without the services of wholesalers. 
Similarly there are manufacturers selling 
to wholesalers through their own sales 
organizations who formerly sold to 


wholesalers through other intermediaries 
such as brokers and manufacturers’ 
representatives. Chain store organiza- 
tions in the early stages bought a large 
share of their requirements from whole- 
salers and took over the wholesale func- 
tion for themselves only gradually as 
they became ready to tackle the whole- 
sale handling of one commodity after an- 
other. Thus while wholesaling as an in- 
dependent activity has shown great vi- 
tality and capacity for survival, it has 
also been very dynamic. It has not sur- 
vived by holding on to an original list 
of products or customers. Its vitality 
lies rather in its adaptability and its 
success in performing the essential whole- 
sale function for a changing clientele. 


A GENERAL PERSPECTIVE ON 
WHOLESALING 


The diversity and dynamism of whole- 
sale trade challenge the student to pro- 
vide some theory or set of principles for 
organizing his knowledge on the subject. 
Surprisingly little has been done as to 
theoretical analysis of wholesale trade. 
It is true that Alfred Marshall and other 
economists tended to think in terms of 
wholesale prices when analyzing the 
factors determining price. Generally 
they have not been interested in the 
technical or institutional features of| 
wholesaling nor have they provided a! 
theoretical apparatus which throws) 
much light on the way wholesaling is 
actually done. Instead they have been 
preoccupied with the relation between 
price and quantity in the sale of specifi¢ 
commodities. 

The wholesaler is generally dealing 
with many commodities and his typical 
sale to a customer is an assortment of 
products rather than a single product. As 
anyone familiar with wholesaling knows, 
the fact that the wholesaler is selling 


. assortments influences his price policies 
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and his operating methods in a number 
of ways. Some recent writers provide 
possible starting points for a more gen- 
eralized consideration of wholesaling. 
George Stigler‘ has ventured to state 
what he calls the fundamental economic 
postulate. This postulate is that eco- 
nomic activity consists in theallocation of 
scarce resources to the pursuit of de- 
sired objectives. This analysis in terms 
of means and ends is put more dramati- 
cally and in some ways more usefully by 
George Zipf. He says that all economic 
activity consists in matching tools and 
jobs. It may seem a little strange to a 
student of marketing to talk about a can 
of baked beans as a tool and the satis- 
faction of hunger as a job to be per- 
formed by the beans. It is the term 
“matching” that is quite significant here 
as having broader implications than 
Stigler’s term ‘“‘allocation.”” Allocation 
tends to suggest purely quantitative ad- 
justment whereas matching implies a 
recognition that segments of demand 
and segments of supply are quite specific. 

There is a qualitative aspect of the 
matching of supply and demand which 
the economist takes for granted so that 
he can get on with his quantitative anal- 
ysis. 

The qualitative aspect of matching 
must be made explicit to provide an ade- 
quate perspective for marketing. Match- 
ing may be divided into three phases, 
namely, shaping, sorting, and fitting. 
The shaping of materials to serve partic- 
ular functions is what takes place in 
what is ordinarily called production. The 
fitting of a product already fabricated to 
the specific needs of the individual or the 
use situation is characteristic of the serv- 


4 George J. Stigler, The Theory of Price (New York: 
Macmillan, 1947). 

5 George K. Zipf, Human Behavior and the Principle 
of Least Effort (Cambridge, Mass.: Addison Wesley 
Press, 1949). 


ice trades and many aspects of retail- 
ing. Altering a garment for size, installing 
a domestic furnace, or applying paint to 
a home are examples of what is here 
meant by fitting. The middle step of 
sorting is the aspect of matching which 
is most characteristic of distribution and 
particularly of wholesaling. By sorting 
is meant the matching of supply and de- 
mand by manipulating products which 
have already been fabricated and with- 
out altering them in any way except to 
place them in the possession of the per- 
sons who demand them. 


SorTING—THE Basic DIsTRIBUTION 
FuNcTION 


The distribution function in its purest 
form, as exhibited in wholesaling, is the 
function of sorting. The wholesale mar- 
ket is an area of the economy in which 
sorting and re-sorting take place in a 
variety of ways. For many years it has 
been fashionable to say that the most 


characteristic function of the whole- 


saler is “breaking bulk.” The notion of 
breaking bulk is simply that of taking a 
large lot and dividing it up into small 
lots. Considered as a phase of sorting, 
breaking bulk involves only quantitative 
changes. 

A richer and broader conception of 
sorting is required to illuminate trade 
operations that properly go under the 
name of wholesaling. Distributive sort- 
ing has both its qualitative and quantita- 
tive aspects and differs again as to the 
direction in which the sort is proceeding. 
The qualitative aspect of sorting deals 
with kinds of goods rather than merely 
with their amounts. Perhaps the most 
fundamental type of sorting is that sug- 
gested by the phrase “sorting out.” 
This means to take a collection of objects 
differing in kind and by means of sorting 
to separate them into piles that are each 
of a different kind, grade, or quality. 
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This is the kind of sorting which takes 
place at an early stage of the marketing 
process such as in a fruit packing plant. 
A packing plant serving apple growers, 
for example, may sort apples out into 
several marketable grades plus the dis- 
cards which are consigned to such sec- 
ondary uses as cider making. 

There is another kind of qualitative 
sorting which moves in the opposite 
direction from sorting out. That is 
called assorting or the making up of 
assortments. The process of assorting 
may also be illustrated from the market- 
ing of fruit. There are concerns now dis- 
tributing fancy fruits which pack assort- 
ments of apples, oranges, pears, grape- 
fruit, etc, in a single box. The service 
wholesaler in standard lines such as 
drugs and groceries is essentially engaged 
in assorting when he fills orders for his 
customers. In the course of the day it 
would be very unlikely if two orders 
filled by a wholesale grocer represented 
exactly the same goods. Practically 
every order filled, however, will consist 
of more than one type of merchandise 
and will thus represent an assortment 
even though it is not a standard assort- 
ment that could be put together on a 
mass production basis as in the case of 
the fruit assortments already mentioned. 

Aside from these two aspects of quali- 
tative sorting there are other sorts of 
quantitative character which are also 
involved in wholesaling. One is the 
breaking down of large quantities into 
small quantities which has usually been 
described as breaking bulk. The term 
that will be used here as fitting in better 
with the other terms to be employed is 
“apportioning.” It is felt that apportion- 
ing is a better term than “allocating” 
since the latter has come to be identified 
with the control of quantity through 
some method of rationing. The period of 
scarcity beginning with the war but 


continuing after the war has reminded us 
that allocation is in fact a basic element 
in the distribution process. The term 
apportioning is to be regarded here as 
broad enough to cover any breaking 
down of a total supply into smaller lots 
whether or not there is any element of 
rationing involved. 

The opposite of apportioning, namely, 
the accumulation of large lots from small 
supplies may be called “‘collecting.”’ As- 
sembling has been used by the Census to 
designate the collection of agricultural 
products but it is also used in manu- 
facturing for the process of combining 
unlike components to form a whole. At 
first glance it might appear that the 
term sorting does not properly apply in 
this situation since the individual buyer 
is creating a single supply and thus per- 
forming a function opposite to sorting. 
It need only be remembered, however, 
that such collecting is usually competi- 
tive and that each purchase by a whole- 
sale buyer not only merges a small lot 
into a large supply but determines which 
of several large supplies it is to be merged 
with. Thus buyers in the stockyards may 
each be engaged in collecting small lots 
of hogs to form a larger supply. Each, 
however, is representing a different 
packer and thus each purchase of a small 
lot determines whether the hogs pur- 
chased are to form part of a supply for 
Swift or for Armour or for one of the 
smaller packers. 


WHOLESALING AS INTERMEDIATE 
SorTING 


Each type of wholesale trading opera- 
tion can be characterized by the way in 
which it employs these four types of 
sorting, namely, sorting out, assorting, 
apportioning, and collecting. Wholesale 
operations are further characterized by 
the fact that the true wholesaler de- 
rives profits chiefly from the efficiency 
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with which the sorting operation is 
carried out. Manufacturers, retailers, 
and consumers are likewise engaged in 
sorting or have an interest in sorting 
when they enter the market but in most 
cases they are likely to hold it subordi- 
nate to other considerations. 

The manufacturer, for example, typi- 
cally has to take into account a consider- 
able element of overhead costs and the 
necessity for keeping his productive 
capacity operating beyond the break- 
even point. Thus he is under great pres- 
sure at times to move goods quickly even 
at the sacrifice of economies of sorting 
which could be achieved through more 
orderly marketing processes. Similarly, 
consumers and retailers acting as buy- 
ing agents for consumers make quite a 
large proportion of their total purchases 
on an emergency basis. For one reason 
or another consumers are unable to an- 
ticipate needs in such a way as to permit 
all of their purchasing to be conducted on 
an orderly schedule. Retailers under the 
immediate pressure from consumers are 
faced with similar difficulties. 

The wholesaler stands between the 
fluctuating selling pressures originating 
from the supply side and the fluctuating 
buying pressures originating from the 
demand side. It is the function of the 
wholesaler to serve both the regular and 
the emergency needs of demand and 
supply without becoming subordinate to 
either producer or consumer. Only by 
remaining independent can he serve both 
sides equally well and at the same time 
concentrate his efforts on the maximum 
efficiency in the sorting processes through 
which he serves both sides. 

Wholesaling holds a vital place in the 
economy because of the cost savings 
which can be achieved through an inter- 
mediate sort. A product manufactured in 
one locality can be distributed economi- 
cally throughout the United States 


through the use of the wholesale channel. 
If all producers were obliged to apportion 
their output directly to retailers, produc- 
tion would have to be localized to bring 
the problem of sorting within feasible 
bounds. 

The inherent advantage of the inter- 
mediate sort can be shown by a simple 
example. Suppose the case to be taken 
is that of a limited area in which pro- 
ducers and retailers are in close proxim- 
ity so that delivery from factory to store 
would be readily feasible. Suppose fur- 
ther that there are only ten producers in 
the industry under investigation and ten 
retailers distributing their products in 
the area. The possible advantages of an 
intermediary are apparent even in this 
compact market territory. Making use 
of an intermediary the requirements of 
the retailers for a given operating period 
could be supplied by means of twenty 
transactions. The wholesaler would make 
one purchase from each of the ten pro- 
ducers and make one sale to each of the 
ten retailers. Without the intermediary 
one hundred transactions would be re- 
quired. That is to say that each of the 
ten manufacturers would have to make 
a sale to each of the ten retailers. When 
the wholesaler is dealing with hundreds 
of suppliers on one side and hundreds of 
retailers on the other the economies of 
the intermediate sort are compounded. 
Thus if the producers and retailers in- 
volved number one thousand each, direct 
distribution would require 500 times as 
many transactions as_ distribution 
through wholesalers, all other things 
being equal. 

The illustration as outlined assumes 
that all of the customers buy all of the 
products handled. This condition is de- 
sirable but is not always fully realized in 
wholesaling. The condition tends to hold 
in some lines of wholesaling such as 
drugs and groceries. It is less true in a 
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line such as electrical goods in which the 
same wholesaler may handle everything 
from pole line hardware, sold to public 
utilities, to radio tubes sold to radio 
dealers. The justification for such a situ- 
ation sometimes lies in the fact that the 
wholesaler is serving one or more manu- 
facturers producing very broad lines and 
selling various products to quite distinct 
lines of trade. As a general principle it 





Item flow 


the total. In some wholesale trades this 
figure is called the total number of in- 
voice lines. Item flow tends to vary 
directly with the number of products, 
the number of customers, and the fre- 
quency with which customers order the 
products carried. The following equa- 
tion is an attempt to set up a yardstick 
which might serve for comparison with 
various lines of wholesaling: 





Number of suppliers +Number of customers 





might be said that products need to have 
some kinship either in production or re- 
tailing to justify throwing them together 
at the wholesale level. As an extreme 
example there would appear to belittle 
occasion for the same wholesaler to 
handle both drugs and jewelry. Certainly 
there are very few cases either of sup- 
pliers who produce both or of retailers 
who would be selling both to the con- 
sumer. To combine the two lines in 
wholesaling does not fit into a rational 
sorting process since they neither start 
together nor end together. 


INDEX OF SoRTING BALANCE 


A well-balanced wholesale stock would 
be one in which all of the customers 
bought a large proportion of the items 
handled. If some of the items stocked are 
not purchased regularly by at least an 
important group of customers then their 
presence in the inventory would have to 
be justified on other grounds. A whole- 
saler might carry certain items as an ac- 
commodation to favored customers who 
were large purchasers of other items. The 
extent of activity on products carried in 
stock is reflected by what may be called 
item flow. This figure is obtained by 
counting the number of times each prod- 
uct is ordered during the year and taking 


= Index of sorting balance 


The higher this ratio the more favor- 
able the situation for a wholesaler acting 
as an intermediary between producers 
and retailers. Item flow is really a meas- 
ure of the individual transactions that 
might be required if producers and re- 
tailers were obliged to deal with each 
other directly. It might be argued that 
there would be some exaggeration of the 
sorting advantage for those cases in 
which the original supplier sold more 
than one item. This is offset by the fact 
that a detailed sorting operation would 
have to be set up in each of these estab- 
lishments if the wholesaler was not used. 
On the other side of the picture is the 
amount of time and effort that would be 
expended by suppliers and retailers 
merely in locating each other if there 
were no wholesaler. Thus the proposed 
index probably understates rather than 
overstates the advantage of the inter- 
mediate sort. 

The index of sorting balance might be 
low for one of several reasons. Only a 
few products might be involved as in the 
case of the distribution of passenger au- 
tomobiles. This would cut down the 
item flow, which may be regarded as the 
result of a multiplication in which the 
number of products is one of the factors. 
Limitation of the number of products 
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lends itself to direct distribution by the 
producer. Item flow would similarly be 
reduced if the second factor was small, 
namely, the number of customers. A 
case in point would be that in which the 
prospective customers were a few large 
chains or department stores. Limitation 
of the number of customers lends itself 
to direct buying by these customers. The 
third factor in item flow is the frequency 
of purchase of the average product by 
the average customer. If this factor is 
small it may mean the proposed whole- 
saling operation embraces too many 
products and customers which have no 
relation to each other. This situation 
would call for breaking the operation 
down into more specialized units, each 
selecting its products and customers so 
that every product is bought by most of 
its customers. There is in fact a constant 
reshuffling of wholesale units and prod- 
uct-customer combinations in a dy- 
namic economy. It is believed that these 
changes generally move in the direction 
of maximizing the index of sorting bal- 
ance. 


REQUIREMENTS AS TO NUMBER AND 
LocaTION oF WHOLESALERS 


The preceding analysis takes into 
account only the fundamental economies 
of the intermediate sort as a principle 
affecting market organization. These 
economies would hold whether there 
was only a single wholesale unit serving 
the entire United States or a separate 
warehouse in every community. The 
second basic problem is to determine the 
most efficient location pattern for a line 
of wholesale trade. This may be regarded 
mathematically as the problem of mini- 
mizing the total cost of transportation 
and handling in the movement of goods 
from producer to retailer. Movement in 
large quantities is generally more eco- 
nomical than movement in small quan- 


tities. The main outlines of a location 
pattern for a line of wholesale trade 
might be worked out by mapping the 
routes along which bulk movement is 
feasible for the major part of the goods 
to be handled by the trade. If transpor- 
tation charges were the only factor there 
might commonly be several stages in 
which the most economical method of 
transportation for the quantities in- 
volved were utilized at each stage. Off- 
setting the advantage of multiple stages 
is the cost of handling in and out of stor- 
age space or from one vehicle to another 
at each stage. Thus the point which 
will minimize the total cost of move- 
ment is the one which minimizes the sum 
of transportation cost and handling 
cost. The analysis of these cost factors 
is practical for given wholesale centers or 
products and is theoretically feasible for 
an entire wholesale trade serving the 
United States. 


REQUIREMENTS AS TO WHOLESALE 
STORAGE CAPACITY 


The third basic problem of whole- 
saling is that of the amount of storage 
capacity which should be present in a 
line of wholesale trade. This problem 
must be considered from two viewpoints, 
the first of which is the requirement of 
space for adequate working stocks. The 
wholesale house should have enough of 
each item so that there is only a negligi- 
ble chance of running out before the 
stock can be replenished. Back orders are 
costly and sales are lost by everyone 
from the retailer on back by inability to 
meet consumer demand. A_ broader 
approach to the determination of stor- 
age requirement rests on an examination 
of the time lag between production and 
consumption caused by seasonality and 
other factors. From this viewpoint the 
correct capacity in wholesale establish- 
ments is the amount which will minimize 
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total storage requirements of producer, 
wholesaler, and retailer. 

The wholesaler serves a variety of pro- 
ducers and retailers whose seasonal 
peaks may vary. Thus storage capacity 
in wholesale houses over and above that 
required for adequate working stocks can 
operate to smooth out the level of 
space utilization and moderate peak re- 
quirements. Without the wholesaler each 
producer and retailer would have to 
provide for the peak requirements for 
storage of each product. If the producer 
sold directly to the retailer there would 
be times in which sales were slow and 
stocks piled up with the producer and 
other times when retailers were buying 
everything they could get and being 
confronted with peak storage require- 
ments. The presence of an intermediary 
maintaining ample working stocks in it- 
self tends to regularize the flow and 
avoid duplication of storage facilities by 
producers and retailers. 


PRINCIPLES OF MARKET ORGANIZATION 


This essay is by no means intended as 
a comprehensive view of the economics 
of wholesaling. It has nothing to say, for 
example, about the significance of the 
intermediary for price trends and price 
structures or the participation of the 
wholesaler in demand creation and mer- 
chandising. It does attempt to provide a 
basis for understanding the broad struc- 
tural features of wholesale distribution 
in the United States. The position is 
maintained that the structure of whole- 
saling can profitably be examined in rela- 
tion to the three principles which have 
been suggested. These are (1) the recog- 
nition of the fundamental economies of 


the intermediate sort and their applica- 
tion through the maximization of the 
index of sorting balance, (2) the minimi- 
zation of the total cost of movement from 
producer to retailer, and (3) the minimi- 
zation of total requirements as to stor- 
age capacity. Because of the operation 
of these principles wholesaling will con- 
tinue to form a large and significant 
segment of the American economy. 
The vast economic task of coordinat- 
ing production and consumption has to 
cope with time, distance, and the great 
diversity of specialized products in dis- 
tribution. Attempts to establish eco- 
nomic principles have emphasized time 
and space utility to the relative neglect 
of product diversity. Actually this third 
factor is so fundamental that the whole 
marketing process may be regarded as a 
series of sorting operations. Not only 
wholesalers are engaged in sorting but 
manufacturers and retailers as well. Even 
the consumer on a shopping trip is en- 
gaged primarily in sorting. If she is buy- 
ing clothing, for example, she is trying 
to improve the assortment she already 
owns by recourse to the assortments 
offered by retailers. Wholesale trade 
exhibits sorting in its purest form be- 
cause the wholesaler is less involved 
with other considerations. The place of 
the wholesaler in any given field de- 
pends on the relative economy of an 
intermediate sort for that field. The form 
of market organization, industry by 
industry, is a response to the character 
of the marketing job to be done. The 
position and prospects of the whole- 
saler in each industry rest on these basic 
principles of market organization. 











WHOLESALE CENTERS AND MARKETING 
AREAS IN THE UNITED STATES 


NELSON A. MILLER 


Department of Commerce 


HERE seems to be present today a 

general agreement on the wisdom of 
decentralization of industry. In the last 
year or so this general policy seems to 
have been taking shape on a voluntary 
basis. A majority of the branch factories 
newly established by existing manufac- 
turing concerns have been located away 
from their central areas in less concen- 
trated industrial sections of the country. 
Such decentralization from a national 
defense point of view needs no explana- 
tion, and from the point of view of unit 
production costs and transportation 
costs there seems to be little reason to 
challenge this general movement. 

With the decentralization of industry 
we must expect a corresponding decen- 
tralization of population, represented by 
the workers’ families, and also a de- 
centralization of retail stores and service 
establishments to follow these shifts of 
industrial employment. 


PRESENT WHOLESALE LOCATIONS 


It is an open question, however, 
whether the wholesaling industry will 
or should follow this decentralization of 
industrial employment and retail busi- 
ness. There is good reason to believe 
that this general movement may not 
have much effect on the present struc- 
ture of wholesale locations. Wholesaling 
is primarily a function suitable for large 
and medium-sized cities and the best 
thinking as to wholesale locations within 
a city today is that the warehouses 
should be located in the outlying sections 
of the cities so that the rural and country 
business can be served by wholesalers 
without moving through congested street 
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traffic in the large cities. This type of 
location permits the wholesaler to reach 
the outlying and country area accounts 
by going around and away from the 
city instead of through it. The receiving 
function is benefited in the same way, 
presuming, of course, that the outlying 
locations have access to railroad facili- 
ties. Moreover, lower land values in 
outlying sections permit of the construc- 
tion of a type and size of warehouse 
most suitable for wholesale operations. 

Variations in Wholesale Trading Areas. 
—Wholesale trading areas are different 
in size and shape depending upon the 
lines carried, geographical barriers, con- 
centration of population, and other fac- 
tors. In the grocery trade, for example, 
we have the greatest number of wholesale 
trading areas. A Department of Com- 
merce study of such areas in 1938 sets 
this number at 184. A study in this same 
trade in 1927 showed approximately the 
same number of trading areas. The De- 
partment’s study of wholesale dry goods 
trading areas represents somewhat of an 
extreme of relatively few and larger 
trading areas. That study divided the 
country up into 46 trading areas. In be- 
tween these two extremes in trading area 
delineations, there is the wholesale drug 
trading area picture. The National 
Wholesale Druggists Association breaks 
up the country into 84 trading areas, 
grouped into 36 primary areas. The Fed- 
eral Wholesale Druggists’ Association 
uses 56 trading areas for their member 
wholesalers. 

For some lines it is conceivable that 
wholesale distribution for the country 
could be carried on from one central 
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point; in some cases four areas might be 
used such as north, east, south, and west. 
A further choice in using a very few ma- 
jor trading areas would be the 12 Federal 
Reserve Districts or some combination 
of them. But for general purposes it 
might be quite practical to consider 
wholesale trading centers as those met- 
ropolitan areas in the country where 
wholesaling is largely concentrated, 
based on comprehensive figures on 
wholesale trade published by the Census 
of Business. 

Market Patterns of Philadelphia Whole- 
salers —These general observations as to 
flexibility of wholesale trading areas are 
borne out by a recent study of the mar- 
ket patterns of Philadelphia whole- 
salers.! 

This study found that “‘an examina- 
tion of market patterns of Philadelphia 
Drug Wholesalers indicates that as many 
different trading areas exist as there are 
wholesalers. Each wholesaler has a trad- 
ing area peculiar to his system of opera- 
tion, and therefore, the areas vary 
greatly in size and intensity of coverage. 
The smallest area has a radius of 20 
miles, whereas the largest market covers 
virtually the entire county. ... The 
market patterns of grocery wholesalers 
show considerable variation, but in no 
case is the trading area as extensive as 
that covered by the larger drug and dry 
goods wholesalers. Differences in the 
competitive wholesale structure are also 
evident when compared with other com- 
modity fields....Dry goods whole- 
salers tend to sell over a wider area than 
wholesalers in the other lines covered in 
this study. This holds true for both firms 
carrying a general line and those carrying 
specialized lines.” 

Edwin H. Lewis, author of this study, 
makes the following interesting sum- 


1 Edwin H. Lewis—Marketing Patterns of Phila- 
delphia Wholesalers. University of Pennsylvania, 
Philadelphia, 1948. 


mary which is considered important 
enough for inclusion in this present arti- 
cle of limited scope on the general sub- 
ject: 

“The present study has indicated that 
a wide variation occurs among the mar- 
ket patterns of individual wholesalers. 
Within a given commodity field, the 
largest areas are covered by the follow- 
ing types of firms: 


1. Large, general-line, full-service 
houses which sell to retailers. These 
establishments use distributor 
brands and exclusive agency con- 
tracts wherever possible and de- 
velop selling and sales management 
techniques which facilitate the ex- 
pansion of the market. Grocery 
houses may organize voluntary 
chains and set up branch ware- 
houses. 

2. Institutional suppliers. These 
houses may make use of distributor 
brands, and may import or manu- 
facture special types of products. 
Some houses use drop-shipments. 

3. Large houses which sell specialized 
lines to retailers. Lines are special- 
ized but complete. Sales are made 
to a limited number of stores which 
may be selected on an exclusive dis- 
tribution basis. 


“The following types of wholesalers 
sell within a comparatively narrow mar- 
ket: 

1. Small wholesalers who carry a 

limited line of standard goods and 

staples and who also may perform 

a limited number of functions. 

These include the short-line houses 

which are not able to secure key 

lines directly from manufacturers 
and such limited-function whole- 
salers as wagon distributors and 
cash-and-carry wholesalers. 

. Wholesalers who also do a sizeable 
retail business. These are invari- 
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ably small houses which carry a 
limited number of lines. 

3. Retailer-cooperatives. In the fields 
where they are found retailer-co- 
operatives cover a smaller area than 
independents of comparable size. 


“Specialty lines are, ordinarily, dis- 
tributed over a wider area than staple 
goods. Not only do firms carrying staples 
cover a smaller market than a firm of 
the same size which sells specialized 
lines, but a house which sells both usually 
distributes its specialized lines over a 
wider area than its standard lines.” 


WHOLESALE ACTIVITY AS REPRESENTED 
BY SERVICE AND LimiITED FuNcTION 
WHOLESALERS 


In studying the changes in activity in 
major wholesale centers an analysis was 
made of the conditions among service 
and limited function wholesalers. It is 
believed that these types of wholesalers 
better represent the field of wholesaling 
in the mind of the average person than 
do agents, brokers, assemblers, etc. 
Furthermore, fairly recent data are 
available on the operations of service and 
limited function wholesalers which can 
be used to compare with the 1939 Census. 

In 1939 the sales of service and limited 
function wholesalers amounted to $23.6- 
billion or 42.8 per cent of the $55-billion 
wholesale trade reported by the Census 
of Business. Much of the remaining 
portion of the $55-billion represented 
duplication, as for example, sales of 
brokers, agents, and manufacturers’ 
sales branches, so that total wholesale 
sales actually amounted to about $30- 
billion. Sales of service and limited 
function wholesalers, therefore, ac- 
counted for more than 78 per cent of the 
total wholesale sales. For this reason, a 
study of their activities will throw light 
on the changes in total wholesale trade. 


Measurement of Wholesale Activity 


Since no up-to-date Census figures are 
available on wholesale sales or employ- 
ment by cities, for the purpose of this 
present analysis it was necessary to de- 
termine (1) how closely sales volume 
followed wholesale employment, for 
which some recent data are available; 
and (2) how closely a distribution of 
major city sales and employment fol- 
lowed county employment in wholesal- 
ing. 
Table I, based on the 1939 Census of 
Wholesaling, bears on point (1) above, 
and shows the relation between sales and 
employment in service and limited func- 
tion wholesale establishments in 62 
major trading centers. 

This table shows very close relation- 
ship between sales and employment in 
most of the cities. The largest differ- 
ence is in New York, which difference, 
incidentally, approximates the total dis- 
crepancy in sales and employment for 
the 62 cities. The reason for this dis- 
crepancy is discussed later. 

There are undoubtedly several meas- 
ures for wholesale activity, each with its 
own meaning and interpretation. Sales 
volume has been most frequently used, 
but the number of employees, payrolls, 
number of establishments etc., have 
their place and can be employed with 
equal validity. Limitations to each of 
these measurement units must be recog- 
nized since many times the results ob- 
tained by using one unit will not 
be the same as those secured by employ- 
ing a different unit. For example, 
Boston ranked as the third largest city 
in the United States in 1939 from the 
standpoint of sales of service and limited 
function wholesalers but stood fifth in 
the number of employees in this type of 
wholesale operation. Whether we con- 
sider Boston as third or fifth city in 






































Tase I, Service AnD LimireD Function WHOLESALERS—SALES AND EMPLOYMENT IN 
62 Mayor Centers AND Per Cent or U. S. Torat, 1939 
Sales Number Per Cent | Per Cent of 
City County (000 of Em- of Total | Total U. 8. 
Omitted) ployees U. S. Sales | Employees 
United States 23,641,924 933,239 100 100 
New York Bronx, Kings, Queens, 
N. Y., Richmond 5,417,476 152,300 22.91 16.32 
Chicago Cook 1,561,406 58,456 6.60 6.26 
Boston Suffolk 767 , 263 23,018 3-25 2.47 
Philadelphia Philadelphia 651,482 25,120 2.76 2.69 
Los Angeles Los Angeles $75,293 25,849 2.43 2.77 
St. Louis St. Louis 509,259 21,583 2.15 2.31 
San Francisco San Francisco 484,237 19,150 2.05 2.05 
Detroit Wayne 457,447 17,093 1.93 1.83 
Minneapolis Hennepin 371,473 10,922 1.57 1.17 
Cleveland Cuyahoga 364,021 14,817 1.54 1.59 
Pittsburgh Allegheny 314,609 12,672 1.33 1.36 
Kansas City Jackson 292,441 10,187 1.24 1.09 
Baltimore Baltimore 290,097 12,329 1.23 1.32 
Houston, Texas Harris 253,494 7,320 1.07 78 
Newark, N. J. Essex 237,152 8 ,663 1.00 93 
Cincinnati Hamilton 225,783 8,580 .96 -92 
Dallas Dallas 214,946 75347 -gI -79 
Seattle King 196, 534 8,280 83 .89 
New Orleans Orleans 194,826 10,118 .82 1.08 
Buffalo Erie 193,370 6,812 .82 -73 
Memphis Shelby 180,240 5,726 76 61 
Milwaukee Milwaukee 174,338 8,691 74 -93 
Washington, D. C. District of Columbia 170,266 6,932 72 74 
Portland, Ore. Multnomah 168 , 366 6,898 71 -74 
Atlanta, Ga. Dekalb & Fulton 160,045 5,701 .68 61 
Indianapolis Marion 149,398 6,824 -63 -73 
St. Paul Ramsey 131,228 5,526 56 -59 
Denver Denver 125,200 6,425 — -69 
Louisville Jefferson 122,224 7,171 $2 77 
Richmond, Va. Henrico 104,745 4,907 -44 $3 
Omaha Douglas 92,139 4,658 -39 50 
Providence Providence 91,759 4,293 -39 .46 
Jersey City Hudson 90,946 2,889 38 ——_ 
Birmingham Jefferson 89,660 3,995 -38 -43 
Dayton Montgomery 88,558 3,096 “ST -33 
Columbus, Ohio Franklin 88,315 3,849 -37 41 
Oakland Alameda 84,665 3,262 -36 -35 
Rochester, N. Y. Monroe 78 ,227 3,324 -33 36 
Toledo Lucas 755431 4,167 42 45 
Charlotte, N. C. Mecklenburg 72,113 2,225 31 24 
Jacksonville Duval 71,186 2,971 30 32 
Des Moines Polk 67,716 3,238 .29 35 
New Haven New Haven 67,656 2,651 29 .28 
Oklahoma City Oklahoma 67,611 35732 .29 -40 
Hartford Hartford 64,898 3,237 27 -35 
Salt Lake City Salt Lake 64,887 3,325 27 36 
Syracuse Onondaga 62,483 2,560 .26 .27 
Duluth St. Louis 62,102 2,613 -26 28 
Nashville Davidson 61,362 3,184 .26 34 
San Antonio Bexar 61,143 4,157 -26 45 
Miami Dade 58,412 3,231 25 mT 
Fort Worth - Tarrant 56,448 2,357 24 25 
Grand Rapids Kent $2,299 2,631 .22 28 
Norfolk Norfolk 50,971 2,419 22 .26 
Albany Albany 50,551 2,334 21 -25 
Tampa Hillsborough 49,095 2,631 21 .28 
Akron Summit 45,833 2,101 -19 -23 
Charleston, W. Va. Kanawha 43,018 2,129 .18 23 
Spokane Spokane 42,694 2,239 18 -24 
Portland, Me. Cumberland 42,050 2,264 17 24 
Wichita Sedgwick 39,364 2,126 87 -23 
Tulsa Tulsa 36 , 387 2,020 15 -22 
Total 177126 ,618 621,325 72.44 66.59 
Source: Census of Business, 1939, Vol. II, Wholesale Trade. 
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wholesale trade therefore depends on the 
unit of measure employed. 

Why this difference in position? Prob- 
ably the most important factor lies in 
the nature of the classification ‘Service 
and Limited Function Wholesalers.” 
This classification is made up of whole- 
sale merchants, importers, exporters, in- 
dustrial distributors, drop shippers, etc. 
The number of employees required for 
the wholesale merchant to handle a sales 
volume of one-million dollars in 1939 
was 43.1, whereas the number of em- 
ployees required for the exporter was 
12.1 and the importer 16.0 (Table II). 
Boston, being an important foreign 
trade center, would therefore have a 
higher proportionate volume of its sales 
in export and import business and would 
therefore employ proportionately fewer 
workers than would Los Angeles or 
Philadelphia—cities which  outrank 
Boston in employment. 


Fustification for Comparing City and 
County Data 


In the large cities, the volume of 
trade and employment in wholesaling is 
almost equal to the trade and employ- 
ment in the counties or groups of 
counties where the cities are located, 
as shown in Table III. Some cities, 
namely, New York, Philadelphia, San 
Francisco, St. Louis, etc. are coextensive 
with their counties or county groups. A 
comparison of city data in one period 
with county data in another for these 
areas is therefore largely valid. In some 
of the smaller cities wholesale activity 
may not be as large as in the counties in 
which they are located. Notable among 
these are Jersey City, Providence, Wich- 
ita, etc. Wholesale sales in Jersey City 
represented .23 per cent of the United 
States total wholesale trade, whereas 
wholesale sales in Hudson County ac- 
counted for .41 per cent of the total. In 


TaBLe IJ. Sates PER EMPLOYEE AND EMPLOYEES PER 
Miuiion DoLtiar SALES VOLUME BY TyPE 
or WHOLESALE OPERATION, 1939 




















| Em- 
| Sales | ployees 
Type of Operation | sal adie 

| ployee | Dollar 

| Sales 

Total—Service and Limited Func- | 

tion Wholesalers 25,333 | 39-5 
Wholesale merchants 23,193 | 43-1 
Voluntary group wholesalers | 24,972 | 40.0 
Converters | 46,264 | 21.6 
Export Merchants | 82,642 | 12.1 
Importers 62,690 | 16.0 
Industrial distributors 18,021 | 55.5 
Cash and carry wholesalers 46,144 | 21.7 
Drop shippers or desk jobbers 92,247 | 10.8 
Wagon distributors | 24,432 | 40.9 
Retailer-cooperative warehouses | 41,310 | 24.2 





Source: Census of Business 1939. Wholesale Trade, 
Vol. II. Calculated from Table I, page 49. 


Providence the wholesale sales were .33 
per cent of the total U. S. sales, but the 
sales of Providence county were .42 per 
cent of the total. In individual instances, 
therefore, city data and county data 
may not be Ioo per cent comparable. 

On the other hand, in the entire group 
of 62 cities under consideration the data 
on sales and employment are very close 
to the data for the counties or county 
groups representing these cities. For 
example, the total wholesale trade of 
these 62 cities represented 72.58 per cent 
of the United States total, whereas the 
trade in the counties containing these 
cities amounted to 74.51 per cent, a 
difference of 1.93 percentage points, or 
about 23 per cent. 

Wholesale employment in these 62 
cities accounted for 62.79 per cent of 
the United States total employment in 
wholesaling, employment in the corre- 
sponding counties represented 65.22 per 
cent, a difference of 2.43 percentage 
points or a little over 33 per cent. Such 
minor differences are probably not 








Tasie II]. Tora, Wuovesate Trape—Per Cent or U. S. Torar SAes AnD 
- EmpLoyMENT oF 62 Mayor Trapinc Centers—1939 
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Total Sales Total Employment 
. County or 
City Represented Represented 
County Group Represented Goon Represented | by County 
by City or County by City or County 

Group Group 

United States Total 100.00 100.00 100.00 100.00 
New York Bronx, Kings, Queens, 

1. Y., Richmond 23-44 23-44 15.46 15.46 
Chicago Cook 7.38 7.§1 6.11 6.29 
Boston Suffolk 2.96 3.04 2.32 2.40 
Philadelphia Philadelphia 2.94 2.93 2.71 2.71 
Los Angeles Los Angeles 2.33 2.87 2.65 3-48 
St. Louis St. Louis 2.11 2.11 2.20 2.20 
San Francisco San Francisco 2.49 2.49 2.21 2.22 
Detroit Wayne 2.36 2.46 1.75 1.83 
Minneapolis Hennepin 1.30 1.31 1.07 1.07 
Cleveland Cuyahoga 1.71 1.74 1.51 1.53 
Pittsburgh Allegheny 1.51 1.61 1.33 1.47 
Kansas City Jackson 1.38 1.39 1.14 2.8% 
Baltimore Baltimore 1.05 1.05 5&9 1.13 
Houston Harris 83 84 70 71 
Newark Essex 72 76 83 .gI 
Cincinnati Hamilton 1.17 1.22 -93 .96 
Dallas Dallas .86 .87 .83 84 
Seattle King 82 83 .96 .88 
New Orleans Orleans | -79 -79 92 .92 
Buffalo Erie 78 .80 .68 70 
Memphis Shelby .78 79 $7 7 
Milwaukee Milwaukee s 77 81 .83 
Washington District of Columbia .63 63 .66 .66 
Portland Multanomah 57 61 .66 .67 
Atlanta Dekalb & Fulton | 84 .86 .80 .82 
Indianapolis Marion 68 .68 64 65 
St. Paul Ramsey 4! 41 .48 .48 
Denver Denver .62 .62 64 64 
Louisville Jefferson 39 39 .59 59 
Richmond Henrico | 38 38 57 57 
Omaha Douglas 71 71 .§2 .§2 
Providence Providence 33 .42 37 45 
Jersey City Hudson 23 41 24 45 
Birmingham Jefferson 23 - 34 39 41 
Dayton Montgomery 21 .22 24 24 
Columbus Franklin 29 30 a .38 
Oakland Alameda 24 30 33 .40 
Rochester Monroe 26 27 34 . 36 
Toledo Lucas -23 25 36 36 

Charlotte Mecklenburg . 38 .38 26 2 
Jacksonville Duval 27 .28 ogt 31 
Des Moines Polk .26 .26 32 32 
New Haven New Haven 21 .28 .24 35 
Oklahoma City Oklahoma 35 9S .38 .38 
Hartford Hartford 21 .24 .29 34 
Salt Lake City Salt Lake 23 24 31 33 
Syracuse Onondaga 30 30 30 31 
Duluth St. Louis 18 .20 21 23 
Nashville Davidson 23 24 .28 .28 
San Antonio Bexar 22 23 . 36 ‘37 
Miami Dade .16 .17 .27 33 
Fort Worth Tarrant 27 27 24 25 
Grand Rapids Kent 38 16 .22 23 
Norfolk Norfolk 19 .19 .27 .27 
Albany Albany 19 2 .26 .29 
Tampa Hillsborough 16 17 23 .26 
Akron Summit 17 eS, .19 .20 
Charleston, W. Va. Kanawha 12 .12 17 17 
Spokane Spokane 14 ste 20 -21 
Portland Cumberland II 13 .18 -20 
Wichita Sedgwick 13 .19 .19 21 
Tulsa Tulsa " .14 15 .19 .20 
Total—62 centers 72.58 74.51 62.79 65.22 




















Source: Census of Business 1939, Volume 1V—Wholesale Trade. 
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significant and it appears that for prac- 
tical purposes county data can be com- 
pared with city data, at least in the field 
of wholesaling. 


Concentration of Service and Limited 
Function Wholesalers in 1939 


Sixty-two leading cities in the United 
States in 1939 accounted for 72.44 per 
cent of the sales volume and 65.59 per 
cent of the employment in service and 
limited function wholesalers. 

New York City, of course, ranked as 
the chief wholesale trading city with 
22.91 per cent of the sales and 16.32 per 
cent of the employment. The fact that 
New York is a large foreign trade center 
accounted for its lower proportionate 
employment to sales, as explained above. 

The 12 largest cities produced almost 
50 per cent of the sales in this classifica- 
tion and employed about 42 per cent of 
the persons engaged by service and 
limited function wholesalers. Table I 
shows the status of each of the 62 im- 
portant cities from the standpoint of 
sales and employment, for service and 
limited function wholesalers only. 

Since at the present writing no exact 
comparisons of comprehensive figures on 
wholesaling are possible as between 1939 
and more recent years, resort is made to 
substitute data. The 1948 Census of 
Business, to be published next year, will 
make it possible to have some direct 
comparisons of the sales volume and em- 
ployment of separate wholesale trades in 
different leading wholesale centers. 
Meanwhile some use can be made of 
more recent data for comparison with 
the 1939 Census of Wholesaling—the 
statistics shown by states and counties 
in Business Establishments, Employ- 
ment and Taxable Payrolls under the 
Old Age and Survivors Insurance Pro- 
gram. The latest data in these reports 
are for the first quarter of 1947 and show 


the number of wholesale establishments 
located in the 415 largest counties in the 
country, and the total employment of 
these firms. All wholesale establishments 
are included with the exception of those 
which have no paid employees. Obvi- 
ously the elimination of wholesale houses 
with no paid employees would have little 
effect on the usefulness of these statistics 
in measuring total wholesale employ- 
ment. In these reports statistics are 
shown for a total of 122,019 full line and 
limited function wholesalers employing 
1,371,480 people (excluding Alaska and 
Hawaii). The 1939 Census of Wholesale 
Trade included 101,627 such establish- 
ments with a total of 933,239 full and 
part time employees. A percentage dis- 
tribution of the larger total of employ- 
ment as shown in the Social Security 
figures for wholesale merchants in the 
principal wholesale centers probably can 
be compared with some validity to the 
percentage distribution of total employ- 
ment by wholesale merchants in the 
same centers as shown in the 1939 
Census of Distribution. These compari- 
sons bring out some interesting observa- 
tions. 


Wuart Has HappeENeED IN THE LARGE 
AND SMALL CITIES 


It is seen that the top 15 cities have 
lost a larger percentage of employment 
than have the total 62 leading cities. As 
shown in the tabulation below, these 
cities have lost 5 per cent of their whole- 
sale employment between the period 
1939 and 1947, whereas the entire group 
of 62 cities has lost only 4.5 per cent. 
On the other hand, the lowest 15 in the 
group have lost practically no employ- 
ment. The top 15 cities have therefore 
lost a larger portion of their employment 
than have the lowest 15. If we can accept 
these figures as valid for appraising the 
trend, we must reach the conclusion 




















Taste IV. Service anp Limirep Function WHOLESALERS EmPpLoYMENT IN 62 Mayor Trade CENTERS, 
Per Cent or U. S. Torat, Percentace Garin or Loss anv RELATIVE PositI0Nn, 1939-1947 
Per Cent of U.S. Percentage Change | Relative Position 
City Prvenase, ‘dl p Total Employees 1939-1947 
1939 1947 Gain Loss 1939 1947 
United States 100.00 100.00 
New York Bronx, Kings, Queens, 
| A oe Richmond 16.32 14.31 2.4 I I 
Chicago Cook 6.26 6.17 1.0 2 2 
| Boston Suffolk 2.47 2.32 6.1 5 5 
, Philadelphia Philadelphia 2.69 2.55 5.3 4 4 
Los Angeles Los Angeles 2.77 3-55 28.2 3 3 
St. Louis St. Louis 2.31 1.72 25.5 6 8 
, San Francisco San Francisco 2.05 1.74 15.1 7 7 
Detroit Wayne 1.83 1.79 2.3 8 6 
Minneapolis Hennepin 1.17 1.00 14:5 12 12 
Cleveland Cuyahoga 1.59 1.57 1.3 9 9 
| Pittsburgh Allegheny 1.36 1.41 5.7 10 10 
Kansas City Jackson 1.09 .96 11.9 13 15 
Baltimore Baltimore 1.32 1.16 12.1 II II 
Houston Harris .78 -94 20.5 20 16 
Newark, N. J. Essex -93 -97 4-3 16 13 
Cincinnati Hamilton 92 85 7-7 17 18 
Dallas Dallas -79 .96 21.5 19 14 
Seattle King .89 81 8.0 18 20 
New Orleans Orleans 1.08 -74 31.5 14 22 
Buffalo Erie 33 -70 4.1 25 24 
Memphis Shelby .61 .69 13.1 27 26 
Milwaukee Milwaukee -93 84 8.7 15 17 
' Washington, D. C. | District of Columbia 74 61 17.6 22 27 
Portland, Ore. Multnomah -74 75 1.4 23 21 
Atlanta, Ga. Dekalb & Fulton 61 83 36.1 28 19 
Indianapolis Marion “73 -70 4.1 24 23 
St. Paul Ramsey -59 -43 27.1 29 36 
; Denver Denver .69 .69 26 25 
Louisville a 77 50 35.1 21 29 
Richmond, Va. enrico -53 47 11.3 30 33 
Omaha Douglas -50 -43 14.0 31 38 
Providence Providence .46 -47 2.2 32 34 
Jersey City Hudson 31 .49 58.1 47 32 
Birmingham efferson -43 -49 14.0 35 31 
Dayton ontgomery 43 .28 15.2 45 $2 
Columbus, Ohio Franklin 41 51 24.4 36 28 
| Oakland Alameda Be 50 42.9 40 30 
Rochester, N. Y. Monroe 36 27 2.8 37 42 
Toledo Lucas 45 36 20.0 33 44 
Charlotte, N. C. Mecklenburg 24 .26 8.3 57 54 
oo Duval 32 -42 41.3 46 39 
es Moines Polk —< 2 $.7 4 49 
; New Haven New Haven 28 36 28.6 49 45 
Oklahoma City Oklahoma -40 .38 5.0 38 4 
Hartford Hartford 35 .41 17.2 42 40 
Salt Lake City Salt Lake 36 «35 2.8 39 47 
Syracuse, N. Y. Onondaga 27 — 37.0 1 43 
Duluth St. Louis .28 21 25.0 48 59 
Nashville Davidson 34 36 5.9 44 46 
San Antonio Bexar -45 -45 34 35 
Miami Dade -35 -43 22.9 43 36T 
) Fort Worth Tarrant 25 31 24.0 $4 50 
Grand Rapids Kent 28 23 8.2 50 56 
Norfolk Norfolk .26 33 26.9 53 48 
Albany Albany .25 -22 12.0 55 58 
Tampa Hillsborough 28 23 17.9 §2 53 
Akron Summit 23 -23 61 57 
Charleston, W. Va. | Kanawha -23 .20 13.0 59 61 
; Spokane Spokane 24 .21 12.5 58 60 
Portland, Me. Cumberland 24 17 29.2 56 62 
Wichita Sedgwick .23 25 8.3 60 55 
Tulsa Tulsa 22 .29 31.8 62 si 
Totals 66.59 ~*~ 63.70 4-5 

















Note: 1939 data represent city employment from Census of Business. 
1947 data represent county employment from B.O.A.S.I. reports. 
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that, with some exceptions, the larger 
cities are losing some ground to smaller 
ones as wholesale centers. 

Only 8 of the top half of these cities 
have registered increases in their pro- 
portions of total wholesale employment. 
Outstanding gains were made in Atlanta, 
Los Angeles, Dallas, and Houston. Of 
the bottom 31 cities, 17 have registered 
such increases, notably Jersey City, Oak- 
land, Syracuse, Tulsa, and Jacksonville. 


SERVICE AND LimiteD Function WHOLESALERS 
Per Cent or U. S. Tora EmpLoyMenT IN 1939 AND 
1947 OF THE Top AND Bottom Ciries 
Amonc 62 Leapinc CENTERS 

















Per Cent of Total | Per Cent 

U. S. Employment | Gain or 
1939-1947 Loss 
Top 15 cities 44.31 42.20 —5.0 
Bottom 15 cities 3-78 3-77 ° 
Total—62 Cities 66.59 63.70 —4.5 





What About the Southern Cities? 


In the 62 major trading centers of the 
country accounting for approximately 
3 of the wholesale activity, 16 of the 
cities are in the South and Southwest. 
Some evidence of the trend toward in- 
dustrial and commercial development in 
the South may be discerned from an ex- 
amination of these figures. Of these 16 
wholesale trading centers in the South, 11 
showed gains in their proportion of total 
United States employment for wholesale 
merchants in the period from 1939 to 
1947; one city, San Antonio, showed no 
change; and only 4 of the Southern 
cities lost ground: Louisville, Richmond, 
Tampa, and New Orleans. 

The cities that gained in the South 
in this period are: Houston, Dallas, 
Memphis, Atlanta, Birmingham, Char- 
lotte, Jacksonville, Nashville, Miami, 
Fort Worth, and Norfolk. Perhaps these 


centers are ones for which manufacturers 


ning a further development of their 
distribution in the South. 

For the balance of the 46 leading 
wholesale centers not in the South only 
28 per cent of them gained in relative 
proportion of wholesale activity meas- 
ured by employment, while 72 per cent 
lost or held their own. 


Wholesale Activity by Geographical Areas 


In considering the gains and losses in 
relative proportion of the different cities 
and areas in wholesale activity, basic 
over-all wholesale potentials should not 
be lost sight of. For example, four regions 
of the country—Middle Atlantic, East 
North Central, West North Central, and 
South Atlantic—account for about 3 of 
the wholesale activity. In the first three 
of these areas relative losses are shown 
from 1939 to 1947. But in total wholesale 
activity these areas are still leading areas 
in the country. 

The following table (Table V) provides 
a broad perspective not only of the re- 
gional gains and losses in proportion of 
total wholesale employment between 
1939 and 1947 but it also shows the total 
proportions each area accounts for, 
which, in the final analysis, is the real 
measure to be used by the manufacturer 
or other supplier in planning his regional 
sales activities. The Middle Atlantic re- 
gion, for example, with a loss of about 6 
per cent in proportion of total wholesale 
employment, is still nearly three times as 
important a wholesale area as is the 
Pacific area, which showed a gain of 
nearly 5 per cent from 1939 to 1947. It is 
interesting to note in this table that 
New England, in spite of certain relative 
losses in recent years, in population and 
industry, has done a much better job in 
maintaining its relative position in 
wholesale activity than have the large 
eastern regions immediately to the south 


of New England. 
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Tas_e V. Employment IN SERVICE AND LimiTED Function WHOLESALERS, BY 








Recions, as Per Cent or U. S. Torat, 1939 and 1947 








Employment in Service Per Cent of Total U. S. Employment 
oT To and Limited Function in Service and Limited 
ee 810 Wholesalers Function Wholesalers 
1939 1947 1939 1947 % change 
New England 61,445 90, 588 6.58 6.61 + .5 
Middle Atlantic 272,177 375,505 29.17 27.38 — 6.1 
East North Central 191 ,828 272,226 20.56 19.85 — 3.5 
West North Central 94358 124,873 10.11 9.11 — 8.9 
South Atlantic 89,715 147,889 9.61 10.79 +12.3 
East South Central 42,167 70,246 4-51 5.12 +13.5 
West South Central 70,171 114,428 7.51 8.34 +11.1 
Mountain 21,407 36,914 2.29 2.69 +17.5 
Pacific 90,131 138,711 9.66 10.11 + 4.7 
Total (Excl. Alaska and Hawaii) 9335239 1,371,380 100.0 100.0 -- 














Source: 1939 data Census of Business. 
1947 data—BOASI reports. 


Wholesale and Retail Centers 


Wholesale activity is much more 
highly concentrated than retail activity. 
The 62 cities cited above, which in 1939 
produced 72.58 per cent of the total 
United States wholesale trade, accounted 
for only 38.36 per cent of the total retail 
sales of the country. Furthermore, the 62 
largest retail centers accounted for only 
38.97 per cent of the total retail trade of 
the United States and 398 of the largest 
cities accounted for only 58.8 per cent of 
the total retail sales. 

By and large, the major wholesale 
centers are also substantial retail centers. 
Only 9 of the 62 largest wholesale cities 
were not among the 62 largest retail 
cities. These were: 


Charlotte, N.C. Charleston, W. Va. 

Duluth, Minn. Spokane, Wash. 

Norfolk, Va. ~- Portland, Me. 

Tampa, Fla. Wichita, Kan. 
Tulsa, Okla. 


As might be expected, a large whole- 
sale center.may or may not be a rela- 
tively large retail center. Omaha, for 
example, ranked 24th in wholesale trade, 
but only 40th from the standpoint of 





retail trade. New York City, which 
represented 23.44 per cent of the whole- 
sale trade accounted for only 7.59 per cent 
of the United States retail sales, even 
though it is the largest retail center in 
the country. _ 

Certain cities account for approxi- 
mately the same portion of total whole- 
sale trade as retail trade. St. Paul, for 
example, did .41 per cent of the total 
United States wholesale trade in 1939 
and .40 per cent of the total retail trade. 

Some cities are relatively larger retail 
centers than wholesale centers. Colum- 
bus, Ohio accounted for .29 per cent of 
the total United States wholesale trade 
but .38 per cent of the total retail trade 
in 1939. Rochester, New York repre- 
sented .26 per cent of the total wholesale 
trade but .40 per cent of the total retail 
trade. 


Wholesale Centers and Manufacturing 
Centers 


Whereas wholesale activity is pretty 
much concentrated in the larger cities, 
manufacturing employment is much 
more decentralized in smaller areas. This 
is to be expected. For example, Chicago 
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has several smaller cities surrounding it 
which are themselves manufacturing 
centers such as Gary, Indiana, Evanston, 
Illinois, South Bend, Indiana, etc. These 
cities supply Chicago with goods which 
pass through Chicago’s wholesale estab- 
lishments and become a part of the 
wholesale trade in Chicago. There is very 
little wholesale activity in South Bend 
and Gary since they depend on the large 
wholesale markets in Chicago. Detroit 
could be cited as another example. 

The manufacturing employment in 
the 62 large wholesale centers accounts 
for only 47.86 per cent of the total 
United States manufacturing employ- 
ment, even though a large majority of 
these wholesale centers would be in- 


Taste VI. Manuracturinc EmMpLoyMent IN 62 Ma- 
yor Wuotesace Centers 1n U. S. anp Per Cent 
Tora U. S. Manuracrurinc EmPLoyMENT, 1947 

















Per Cent 
Manufac- Total U. 8. 
turing Manufac- 
Employment turing 
1947 Employ- 
ment 
Total U. S. excl. Hawaii 
and Alaska 14,896,429 

New York 1,056,818 7.09 
Chicago 848 ,039 5.69 
Boston 123,440 -83 
Philadelphia 350,054 2.35 
Los Angeles 365,362 2.45 
St. Louis 190,401 1.28 
San Francisco 773379 52 
Detroit 5575343 3-74 
Minneapolis 73,029 -49 
Cleveland 281,432 1.89 
Pittsburgh 233,889 1.67 
Kansas City $2,499 35 
Baltimore 146,681 -97 
Houston 56,061 38 
Newark 148,133 -98 
Cincinnati 131,640 .88 
Dallas 50,764 34 
Seattle $7,467 -39 
New Orleans 46,108 St 
Buffalo 135,308 9! 
Memphis 36,949 26 
Milwaukee 181,859 1,22 
Washington 17,110 II 





TasLe VI—(continued) 








Per Cent 
Manufac- Total U. 8S. 
turing Manufac- 
Employment turing 
1947 Employ- 
ment 
Portland, Ore. 44,129 -30 
Atlanta 49,946 34 
Indianapolis 91,390 61 
St. Paul 47,057 32 
Denver 33,579 23 
Louisville 68, 569 .46 
Richmond 33,298 .22 
Omaha 25,841 17 
Providence 136,839 92 
Jersey City 166,222 r.32 
Birmingham 57,473 -39 
Dayton 93,853 63 
Columbus 54,512 -37 
Oakland 61,831 42 
Rochester 114,456 76 
Toledo 7§ ,003 -50 
Charlotte, N. C. 20 , 305 14 
Jacksonville 14,615 10 
Des Moines 17,155 12 
New Haven 115,814 78 
Oklahoma City 13,224 .09 
Hartford 122,212 81 
Salt Lake City 11,421 .08 
Syracuse 56,488 -38 
Duluth 12,777 09 
Nashville 31,771 .21 
San Antonio 16,290 II 
Miami 12,225 .08 
Fort Worth 345243 23 
Grand Rapids 51,415 35 
Norfolk 13,461 -09 
Albany 18,757 13 
Tampa 18,976 A 
Akron 95,481 63 
Charleston, W. Va. 21,857 15 
Spokane 11,690 -08 
Portland, Me. 14,301 .Io 
Wichita 18,219 .12 
Tulsa 16,155 II 
Total 62 centers 7,130,615 47.86 











Source: Business Establishments, Employment, and 
Taxable Payrolls under the Old Age and Survivors 
Insurance Program, First Quarter, 1947. 
cluded in the top 62 manufacturing cen- 
ters. 


ProposED STANDARD METROPOLITAN 
AREA DEFINITIONS 


The tentative classification of metro- 
politan areas sponsored by the Bureau of 
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the Census, while useful for some pur- 
poses, is somewhat less than adequate as 
a basis for measuring wholesale activity 
since some of the more important whole- 
sale centers have not been included. The 
proposed 85 metropolitan areas account 
for approximately 67.15 per cent of the 
total United States employment in serv- 
ice and limited function wholesalers in 
1947. This is in contrast to 63.70 per cent 
of the employment covered by only 62 
major wholesale centers, i.e., counties 
in which 62 cities are located. In other 
words, the addition of 23 metropolitan 
areas has added less than 3.5 per cent of 
the employment in service and limited 
function wholesalers. Some of the more 
important wholesale centers which have 
been omitted from the standard metro- 
politan area definitions are listed below. 
These 16 centers accounted for 4.02 per 
cent of the total employment in service 
and limited function wholesalers in 1947. 
On the other hand, there have been in- 
cluded in the proposed list of metropoli- 
tan areas several small centers from the 
standpoint of wholesale activity, among 
them being Racine, Wisconsin; Galves- 
ton, Texas; Binghamton, New York; 
Canton, Ohio, etc. All in all there are at 
least 22 cities which have been included 
in the standard list of metropolitan areas 
which have less than 2,500 employees in 
service and limited function wholesalers. 
These cities account for only 2.57 per 
cent of the total employment in service 
and limited function wholesalers. It ap- 
pears, therefore, that the standard list is 
in many ways inapplicable for use in 
measuring wholesale activity. 


Major Wholesale Trade Centers—which are 
not included as separate Metropolitan 
Areas. 


Newark, N. J.-combined with New York 
Jersey City, N. J.-combined with New York 
Oakland, Calif.-combined with San Francisco 
Jacksonville, Fla. 


Des Moines, Iowa 
Oklahoma City, Okla. 
Salt Lake City, Utah 
Duluth, Minn. 

San Antonio, Tex. 
Miami, Fla. 

Norfolk, Va. 

Tampa, Fla. 
Charleston, W. Va. 
Spokane, Wash. 
Portland, Me. 

Tulsa, Okla. 


Others which should possibly be included: 


Columbia, S. C. 
Springfield, Ill. 

Springfield, Ohio 
Springfield, Mo. 


Cities Included in the Standard Metropolitan 
Area Definitions Which Have Less than 
2,500 Employees in Service and Limited 
Function Wholesalers. 


Binghamton, N. Y. 
Chattanooga, Tenn. 
Davenport-Rock Island-Moline 
Erie, Pa. 
Flint, Mich. 
Fort Wayne, Ind. 
Galveston, Tex. 
Greensboro-High Point, N. C. 
Hamilton-Middletown, Ohio 
Muskegon, Mich. 
Peoria, Ill. 
Racine, Wis. 
Reading, Pa. 
Rockford, Ill. 
San Jose, Calif. 
South Bend, Ind. 
Tacoma, Wash. 
Trenton, N. J. 
Utica, Rome, N. Y. 
Wilmington, Del. 
Winston-Salem, N. C. 
York, Pa. 

Total—22 cities 


CONCLUSIONS 


. For most purposes the 62 principal 
sabia centers as shown in this article 
represent a suitable starting point for 
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planning wholesale trading areas for 
most purposes. Where larger areas are 
desired, of course, some combination of 
these centers can be used. On the other 
hand the 62 centers enumerated leave 
rather large geographical areas far re- 
moved from any of these centers. For 
example, the whole area including Idaho, 
Montana, Wyoming, North Dakota, and 
South Dakota does not contain any one 
of these 62 centers. For certain lines, 
perhaps wholesale drugs and wholesale 
groceries, several leading cities in these 
states should be added to the list of 62 
centers for wholesale locations. Likewise 
there are no centers included for 
Nevada, Arizona and New Mexico, or 
west Texas. Other areas not included are 
Arkansas, Mississippi, northern Louisi- 
ana, South Carolina, Vermont, and New 
Hampshire, but distribution from 
reasonably nearby wholesale centers 
across state lines might suffice in these 
cases. 

2. There is a striking similarity in the 
relative position in wholesale trade of the 
62 centers in 1939 and in 1947 although 
the data used for these two years are not 
strictly comparable. The 1948 Census of 
Wholesaling should be keenly antici- 
pated by analysts who wish to make 
these comparisons on the basis of identi- 
cal data. 

3. The BOASI figures appear to be 


quite useful in analyzing wholesale trade 
centers and also analyzing market po- 
tentials by counties for wholesalers serv- 
ing the retail trade, since retail stores 
and employment are shown by kind of 
business for 415 of the larger cities in the 
country. Since these figures are expected 
to be made available on an annual basis 
their use may be looked forward to with 
much interest by the marketing analyst. 

4. Between 1939 and 1947 it appears 
that the larger wholesale trading centers 
in the South have gained relative 
strength over those in other sections of 
the country. In addition to several spots 
in the Northeast section of the country 
these relative gains are also noted on the 
West Coast. 

5. The smaller wholesaling cities have 
been showing gains in strength at the 
expense of larger cities. 

6. Although there is some general re- 
lationship between retailing and manu- 
facturing centers with wholesale centers 
the relationship is not close enough to 
use in planning or appraising wholesale 
centers. 

7. The standard metropolitan areas 
recently proposed by the Census Bureau 
and approved by the Bureau of the 
Budget, while useful for certain pur- 
poses, especially in industrial activity, 
are not entirely suitable as measures of 
wholesale centers. 
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THE LOS ANGELES WHOLESALE GROCERY 
STRUCTURE: 1920-1946: A CASE STUDY 


RALPH CASSADY, Jr. AND WYLIE L. JONES 
University of California, Los Angeles 


INTRODUCTION 


NouGH has been written about the 

forces which have had an effect on 
wholesaling to indicate the importance 
of this subject. Forces such as chain store 
methods of distribution, direct selling by 
manufacturers, and wholesaling by re- 
tailer-cooperative groups have impinged 
so directly on the regular wholesaling 
functionary, in some lines at least, that 
there is a question as to the amount of 
wholesaling activity that remains in the 
wholesaler’s hands—and as to the nature 
of the trade which exists at present. 

The present study! is a somewhat 
unique attempt to measure and evaluate 
changes which have taken place in the 
Los Angeles wholesale grocery trade? in 
the hope that it will throw light on the 
developments in wholesaling generally. 
The year 1920 was selected as a point of 
departure for the measuring process since 
the revolutionary changes in wholesaling 
took place subsequent to that time. Thus 
we are enabled to compare conditions 
before and after these changes. 

While governmental data of various 
sorts were utilized wherever possible, 
the bulk of the material was derived 
through the process of field investiga- 
tion. From such a survey (a) quantita- 
tive data were gathered (mostly sales 


1 This is a summary statement of a more detailed 
presentation which has since been published as a mono- 
graph. See Ralph Cassady, Jr. and Wylie L. Jones, The 
Changing Competitive Structure in the Wholesale Grocery 
Trade (Berkeley, California: University of California 
Press, 1949). 

2 The study covers only so-called dry groceries. This 
includes canned goods, packaged foods, etc. but not 
dairy products, meats, or produce. 


volume estimates for individual con- 
cerns for 1920 and 1946) and (b) qualita- 
tive evidence was derived (largely in- 
terpreting changes which took place). 
The result is that we are in the position 
of being able to make a fairly definitive 
statement as to what has happened to 
the Los Angeles grocery wholesaler in the 
past quarter century. 


THe WHOLESALE GROCERY 
STRUCTURE IN 1920 


General Picture 


There were, in 1920, only three types 
of wholesale grocery establishments op- 
erating in Los Angeles; (1) The full line 
full service wholesale concern (which 
carried a full line of merchandise for the 
grocery trade and performed all of the 
functions of wholesaling for its custo- 
mers, (2) the limited line wholesale 
establishment (which concentrated on 
particular types of merchandise within a 
line, such as coffee, fancy canned goods 
and the like), and (3) the limited custom 
wholesale operation (which confined its 
sales efforts to particular types of custo- 
mers, such as hotels and restaurants 
etc.). The total business was divided ac- 
cording to the type of operation approxi- 
mately as follows: 





Type of Operation os Tun 
Wholesale 
Volume 
Full Line, Full Service 85.0 
Limited Line 10.0 
Limited Custom 5.0 
. Total 100.0 
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All of these three types of wholesalers 
offered full service to their customers, 
that is they sold on a credit and delivery 
basis, extended sales and market in- 
formation service, and generally per- 
formed all of the functions that go with 
a complete wholesaling operation. The 
only difference between the limited line 
and limited custom concerns as com- 
pared with the full line, full service’ es- 
tablishments was that each limited its 
operation in some particular. The limited 
line concern specialized in certain food 
items to the complete exclusion of other 
lines while the limited custom concerns 
confined their sales efforts to certain 
types of customers, calling on no others. 
The bulk of the business was done by 
concerns which operated in almost ex- 
actly the same manner. Thus there was 
little differentiation among firms with 
the result that there was not much ad- 
vantage to retailer-buyers in trading 
with one establishment rather than an- 
other. 

Retail outlets in 1920 were almost 
entirely small and in large part were 
independently operated. While there 
were some chain stores in this area, all 
sales to retailers and institutions, with 
few exceptions, were channeled through 
wholesale grocery concerns. These few 
exceptions were the products of local 
manufacturers and packers who were 
selling direct without benefit of the 
wholesalers, but the total volume of this 
type of business was extremely small. 
While local chain* stores did maintain 
their own warehouses, and there was at 
least one retail “‘buying exchange” in 
operation, the great bulk of the mer- 


3 The chain stores of the Los Angeles market at that 
time were not outlets of national concerns, but were 
locally owned. They included Vons, Ralphs, Seelig’s, 
Daley’s “Rock Bottom” stores, Morrison’s, etc. The 
first two of these—Vons and Ralphs—as aggressive chain 
super market concerns are important factors in this 


field today. 


chandise purchased in 1920 by such con- 
cerns came from local wholesalers. In 
fact during this period, more than 95 per 
cent of the total grocery volume of the 
area was sold through the orthodox 
wholesale channels. 


Nature of Competition 


Competition among the wholesalers of 
Los Angeles a quarter of a century ago 
was to a large extent “‘live and let live” 
and “‘non-price”’ in character. Sales were 
made on the basis of the loyalty of the 
customer for a particular house, the 
popularity of its exclusive lines, the 
service extended, and the persuasion of 
the salesman rather than on the basis of 
price. This is not to say that buyers were 
not alert to take advantage of low prices; 
rather it is to say that there was very 
close and harmonious cooperation among 
the sellers in the matter of price. This 
was carried to such an extent, indeed, 
that there was little variation in the 
prices quoted on similar lines of mer- 
chandise. 

This cooperative action was achieved 
by means of an organization known as 
the Southern California Wholesale 
Grocers’ Association whose purpose was 
to maintain uniform customs in the 
trade and a common price list on a con- 
siderable number of staple items.* Ex- 
cept for a nominal amount of “‘under the 
table” price manipulation, the members 
of the association adhered strictly to the 
procedures and practices suggested by 
the organization.» While almost all 
wholesalers of any importance were 
members of this association, its leading 

4 There is evidence that this cooperative activity 
developed out of ‘the unsettled conditions following 
World War I. See U. S. 0 Southern California Wholesale 
Grocers’ Assn., 7 F (2d) 944, 946 (1925). 

5 Membership in the Association in the early 1920's 
involved the posting of a cash deposit as a forfeit for 
violation of the rules of the Association. U. S. » Southern 


California Wholesale Grocers’ Assn., 7 F (2d) 944, 946 
(1925). 
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figures were the representatives of the 
half dozen largest firms known as the 
“Big Six.” In 1920 these representatives 
controlled a large percentage of the 
wholesale business in the area. 

Under such conditions one might ex- 
pect attempts on the part of retailers to 
circumvent the regular wholesale chan- 
nels, and such was the case. Both in- 
dependent “‘buying exchanges” and local 
chain store operators made attempts in 
this direction but without much success 
initially. Protection of the market 
against the inroads of such competition 
was provided, in part at least, by the 
geographical isolation of the community 
and its relatively small population com- 
bined with the active protests of the 
wholesalers. Manufacturers were re- 
luctant to antagonize their principal 
representative in the market by accept- 
ing such orders, for the alternative to 
marketing through local wholesalers was 
the costly establishment of branch office 
facilities a long distance from head- 
quarters to serve a small segment of the 
national market. 


Margins Retained by Wholesalers 


The non-aggressive, protected type of 
competition existing in the Los Angeles 
wholesale grocery market in 1920 was 
not conducive to low margin operations. 
There was no inducement to improve 
techniques and to pass resulting savings 
on to retailer-customers. This was to 
come later. The competitive conditions 
in 1920 made for wide margins in the 
trade. In that year the average margin 
for a typical wholesale concern probably 
was around II or 12 per cent, perhaps 
more, which is as high as those of many 
retail operations today. 

While the wholesale grocery market in 
Los Angeles in 1920 was effectively con- 
trolled by a small group of wholesalers, 
the forces that were ultimately to 


destroy that control—the “backward 
integration” of the chain stores and of 
the retailer-cooperatives and the “‘for- 
ward integration” of the mangfacturers 
—were in evidence even though they 
were not in effective operation. How 
these forces developed and what effect 
they had on the business practices and 
policies of the wholesalers of the time is 
the subject of the next section. 


Forces MAKING FOR CHANGE IN 
Grocery WHOLESALING AND 
Protective MEASURES 
ATTEMPTED 


Forces Making for Change 


As was mentioned earlier, in 1920 
nearly all of the dry grocery business in 
the Los Angeles area was channeled 
through regular wholesale functionaries, 
although by this time there were indica- 
tions of dissatisfaction on the part of re- 
tailers with existing conditions. In thie 
years immediately following 1920 several 
related forces threatened the existence of 
the orthodox wholesaler: 

1. Chain stores, which had begun to 
catch hold in the Los Angeles area but 
which up to that time were buying 
through wholesalers, were seeking to buy 
directly from the manufacturers. As the 
buying power of chain concerns in- 
creased, carload purchases were justified, 
and hence the demand for direct acquisi- 
tion of supplies became more insistent. 
This insistence was intensified by the 
necessity for low prices which is the key- 
stone of chain store operation in the 
grocery field. 

2. Demand by the chains for direct- 
buying privilege was matched by similar 
demands on the part of independents 
who organized into “‘cocperative”’ groups 
for buying purposes. This type of pres- 
sure was just as serious a threat to the 
wholesalers as that exerted by the chains. 
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The two together were, indeed, a source 
of apprehension for the wholesalé func- 
tionaries. 

3. Accompanying the two foregoing 
attempts at “backward” integration 
were movements by some manufacturers 
in the direction of “forward” integra- 
tion. Increasingly aware of the whole- 
salers’ inability to promote appressively 
any one brand of commodity some 
manufacturers chose to distribute their 
products directly to the retailer,’ com- 
pletely circumventing the wholesaler.’ 

Fortunately from the point of view of 
the wholesalers, there were three factors 
which for a time tended to offset the 
adverse effects of integrative activities 
on the part of the retailers and the 
manufacturers. These were: (1) the 
phenomenal population growth in the 
Los Angeles area® which partially com- 
pensated for any loss in volume suffered 
by the regular wholesalers; (2) the ex- 
istence of large numbers of small re- 
tailers who had to have the type of 
service that regular wholesalers can 
offer; and (3) the isolated nature of the 
Los Angeles market which caused many 
manufacturers to hesitate before forsak- 
ing their time-tested wholesaler-repre- 
sentatives in favor of newer types of 
distributors. 


Protective Measures Attempted 


Concerted Action to Resist Change. It is 
not surprising to find that wholesalers 


6 The other alternatives: 1. Use of missionary sales- 
men in a position to push an individual item, to supple- 
ment the efforts of the wholesalers, 2. Use of specialty 
jobbers, often carrying only one brand of a particular 
item, or 3. Dependence on the demand created by 
advertising to pui/ the product through the distribution 
channel, 

7 The disadvantage of selling direct is that the cost 
of distribution is generally higher than when whole- 
salers are utilized, due to the fact that the line is too 
narrow to effectively absorb distribution expenses; 
indeed, in the case of one-product manufacturers, the 
cost is so high as to make such a plan infeasible. 

8 The increase in population from 1920 to 1946 was 
almost four-fold. 
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acted cooperatively at first to resist the 
movement toward “short circuiting” 
operations. This was accomplished, ac- 
cording to available records, by means 
of “‘persuading” manufacturers to refuse 
to deal directly with retailers. The 
wholesalers anticipated that if such a 
move were successful, retailers would be 
forced to acquire their supplies from 
wholesalers. Thus the status of the latter 
would be preserved. The first legal clash 
in the direct buying controversy took 
place early in 1919 when the Federal 
Trade Commission brought action® 
against a group of wholesale grocers (all 
of whom were members of the Southern 
California Wholesale Grocers’ Associa- 
tion) for engaging in “unfair methods of 
competition” in violation of Section 5 
of the Federal Trade Commission Act. 
Interestingly enough, the case grew out 
of the cooperative activities of a group of 
independent retail merchants who had 
been operating a rather loosely organized 
“buying exchange’”!® with the idea of 
obtaining their grocery requirements 
without benefit of intermediary. A Cease 
and Desist Order was issued against the 
wholesalers directing them to discon- 
tinue coercive activities designed to pre- 
vent the retailers from acquiring supplies 
direct from manufacturers. The order 
was confirmed on October 10, 1921 by a 
Federal Court decision." The final result 
was that the complainant, the Los 
Angeles Wholesale Grocery Company 
and similar organizations were allowed 
direct buying privileges.” 
The final defeat of the wholesalers’ 

® Federal Trade Commission v Western Sugar Refinery 
Co. et al., 2 F.T.C. 151 (1919). 

10 Known as the Los Angeles Wholesale Grocery 
Company. 

Western Sugar Refinery Co. et al.v Federal Trade 
Commission, 275 Fed. 725 (1921). 

12 The decision did not actually change the competi- 
tive situation at that time, for the Los Angeles Grocery 
Company liquidated within a few months after the 
case had been settled and no considerable amount of 


direct buying on the part of independent retailer groups 
was accomplished until some time later. 
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campaign of resistance to change in the 
Los Angeles area came about as a result 
of another adverse legal decision. In 
1924 suit was brought against the 
Southern California Wholesale Grocers’ 
Association by the Federal Government 
under Section 1 of the Sherman Act 
which prohibits conspiracies in restraint 
of trade. This time the basis of the com- 
plaint was concert of action to prevent 
manufacturers from selling to chain re- 
tailers direct. The court ruled in part 
that “‘...any action so taken or con- 
duct pursued, which was intentionally 
designed to deter a manufacturer or 
producer from shipping his merchandise 
to an acceptable customer... , contra- 
vened the prohibitory terms of the law 
... and the government is entitled to be 
assured that, so far as the defendants are 
concerned, it will be abstained from in 
the future.”"* This decision opened the 
way to direct buying by chain ware- 
houses with a resulting adverse effect on 
the amount of business passing through 
regular wholesale channels. 

Individual Measures to Adjust to 
Change. The concerted activities of 
wholesalers in resisting change had at 
most a retarding effect on the revolu- 
tionary developments in the field. In 
the meantime, those operating individ- 
ual concerns began to think in terms of 
operational adjustments which would 
make possible more effective competi- 
tion. 

Perhaps the most logical method of 
adjusting oneself to the conditions de- 
scribed above would be to adopt some 
maneuver which would result in lower 
costs with the idea of passing on savings 
to retailer-buyers, thus enabling them to 
continue as wholesaler customers. This is 
the basic principle underlying the re- 
tailer-cooperative and limited function 


3 U. S. 0 Southern California Wholesale Grocers’ Assn. 


et al., 7 F (2d) 944 (1925). 
“4 Tbid., 949. 


(cash and carry) procedures which were 
adopted early by some vendors. The 
former is a scheme predicated upon 
mailed orders by retailer-members which 
are filled and delivered according to a 
rigid schedule designed to iron out daily 
peaks and troughs. The latter is a 
“serviceless” operation which caters to 
those who provide their own transporta- 
tion and pay cash at the time the 
merchandise is acquired. Each of these 
procedures is based largely on simplifica- 
tion of the job to be done with resulting 
lower costs. 

Almost equally logical, in the abstract 
at least, is the close adoption of one’s 
policies to conform to changed condi- 
tions. Thus some wholesalers began to 
think in terms of chain store operation, 
presumably under the assumption that a 
good method of protecting oneself against 
change is to alter one’s business methods 
(in part at least) in accordance with a 
trend. Voluntary chain operations were 
also attempted. In this instance the im- 
mediate purpose was to establish a 
closer tie between retailer and whole- 
saler and to aid the former to compete 
more effectively with his chain rivals. 
Chain and voluntary operations while 
dissimilar in many respects are essen- 
tially the same in the sense that they are 
protective devices; each is based on an 
attempt to protect the wholesale market 
by gaining some degree of control of the 
retail market. 

Limited line operations which have 
been utilized in some instances are some- 
what different in purpose from those 
mentioned previously although not en- 
tirely so. In this type of process the 
vendor undertakes to simplify his line by 
eliminating slow-moving and narrow- 
margin items with the result that ex- 
penses are reduced and margins ex- 
panded. The counterpart of this is the 
expansion of a line (to include non-food 
items, for example), the purpose being to 
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increase gross margin with little if any 
change in expense and hence to augment 
net profit. 

Basically different from those men- 
tioned heretofore, but possessing great 
promise as a protective device, is the 
establishment and promotion of a dis- 
tributor’s own brand. The basic motive 
here is the partial avoidance of direct 
competition by sponsoring a_ brand 
whose wholesale distribution is shared 
by no one. Not only are margins on such 
merchandise wider, but the promoter is 
in an excellent position to push the 
brand and the fruits of success, if any, 
accrue entirely to the vendor. Basically 
similar to private brand promotion, in 
that the seller is attempting to protect 
himself against the rigors of competition, 
is the shift in sales emphasis to types of 
customers (restaurateurs, for example) 
who are unaffected by the conditions 
found in the field where the revolu- 
tionary developments are taking place. 

All of these devices have been utilized 
by one or another of the Los Angeles 
grocery wholesalers during the past two 
decades, some successfully and some not 
successfully. These schemes can be clas- 
sified on the basis of success experienced 
in this market as follows: 


the inherent strength or weakness of the 
technique itself in a presentation of this 
type. It should be pointed out that while 
some techniques seem to have more 
promise than others," generally speaking 
the seeds of success seem not to be con- 
tained in the device itself. This is evi- 
denced by the fact that policies which 
have been very successful when prac- 
ticed by some companies often have 
been unsuccessful when practiced by 
others. 

2. The success of a particular policy 
may be due in part to the soundness of 
the device itself, but it is more likely due 
to (a) the competitive situation of the 
company adopting it, and/or (b) the 
method of application of the technique 
by the management (including the tim- 
ings of its use).!° This is a major finding 
of this study. 


16 Of the various schemes attempted, the operation of 
chain stores by wholesalers seems to be basically the 
weakest. This has been attempted in a number of 
instances but has not been successful, possibly because 
of the opposition of retail customers to a wholesaler 
acting at once as a supplier and a retailer-competitor. 
There is no fundamental reason why a wholesaler could 
not successfully shift over completely to chain mer- 
chandising from wholesaling. There is one instance in 
Los Angeles market history of a wholesaler who liqui- 
dated his business and invested his capital in a chain 
organization which later became part of the Safeway 
organization. 








Those Which Have 
Had Little Success 


Those Which Have 
Had Some Success 


Those Which Have Been 
Outstandingly Successful 





Chain Store Operation by Wholesalers | Limited Line Operations 


Voluntary Chain Operations 


Limited Custom Operations 


Expanded Line Operations* 


Retailer-cooperative Operations 


Limited Function Operations* 





Private Brand Operations* 





* One leading wholesaler uses all three of these techniques successfully. 


There are at least two important ex- 
planatory statements which should be 
made in connection with the foregoing 
classification: 

1. There is a tendency to overstress 





16 The evidence suggests very strongly that the ab- 
sence of success of voluntary chains in the Los Angeles 
area was due largely to the fact that they arrived too 
late. Retailer-cooperatives on the other hand got an 
early start and have been very successful. 
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Tue Los ANGELES WHOLESALE 
Grocery STRUCTURE, 1946 


General Picture 


As a result of the tremendous increase 
in population of the Los Angeles area 
from 1920 to 1946, the aggregate whole- 
sale grocery sales volume increased three 
and one-half fold. While this increase is 
phenomenal, the startling development 
during this quarter century was not so 
much the enhancement in the amount of 
business done, but the change in the pro- 
portion of total business handled by 
various types of concerns. In contrast to 
the situation obtaining in 1920, when 85 
per cent of the volume was full line, full 
service business, less than 16 per cent fell 
into this category in 1946. A large pro- 
portion of the balance was done by types 
of concerns which did not even exist in 
the earlier period.!” The estimated break- 
down of present-day business by types 
of operation is as follows: 











Per Cent 
Type of Operation B Keen 
Volume 
Retailer-cooperative (and quasi-co- 
operative)* 30.5 
Chain Warehouse 29.2 
Full Line, Full Service 15.9** 
Limited Function (cash and carry 
and wagon distribution) 11.9 
Direct Sales 5.8 
Limited Custom 5.0 
Limited Line 1.7 
Total 100.0 





* “Quasi-cooperative” are those operations which are 


similar in every respect to retailer-cooperatives except 
that they are not retailer owned. 

** About half of the business of one of the two major 
concerns represented by this figure is in merchandise 
packed and sold under the firm’s own labels. 


Nature of Competition in 1946 


Unlike the situation in 1920, com- 
petitive conditions in the Los Angeles 


17 According to our figures, over 70 per cent. 


wholesale grocery trade were very in- 
tense in 1946. This change came about 
largely as a result of pressure from the 
newer, more stream-lined types of whole- 
sale concerns which were not only in a 
position to compete vigorously, but 
whose executives had perforce become 
aggressively minded" over the years. Let 
us look at conditions in 1946. 

. Competition prevailed between two 
entirely different segments of the mar- 
keting structure. Thus chain stores 
which now purchase direct from manu- 
facturers!® compete with the independent 
wholesaler-retailer as a group, since the 
more business done by direct-buying 
chains, the smaller the share of business 
passing through the regular wholesale 
channels.”° The result is that low prices 
must be made available to independent 
retailers by wholesalers if the latter are 
to compete successfully with rival chain 
units and thus continue as patrons of 
wholesale merchants.” 

2. Competition also prevailed among 
concerns within the non-integrated seg- 
ment; this rivalry is very sharp since 
each vendor must strive to obtain as 


18 This may have come about as the result of a 
change in the attitude on the part of those engaged in 
business as conditions changed, or by the elimination 
of the non-aggressive competitors from the ranks of 
the wholesalers over the years, or a combination of both. 

19 Local chains do not usually purchase direct from 
manufacturers in the sense that national chains do; 
they purchase to a very large extent through one of the 
two leading retailer-cooperatives. 

20 In 1920 wholesalers could afford to be conservative 
as all of the business passed through regular wholesale 
channels, and reduced prices by wholesaler merchants 
would very likely result in lower dollar volume. 

% The retailer-cooperatives are also integrated (in 
that retailers operate their own wholesaling organiza- 
tion) and are similar to direct buying chains in that 
business obtained by them tends to be lost to non- 
integrated wholesalers. However, there are two dif- 
ferences: (1) Retailer-cooperative members buy a 
considerable amount from wholesalers other than coop- 
eratives, particularly for fill-in purposes, and (2) mem- 
bers are independent operators and may sever their 
connection with the coop if at any time they find it 
advantageous to do so. 
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much of the remaining business as he 
can in order to operate efficiently. Thus, 
for example, cash and carry wholesalers 
compete strenuously with quasi-coopera- 
tives who in turn compete with wagon- 
jobbers etc., and all compete with one 
another. In addition to this, of course, is 
the rivalry among concerns operating in 
precisely the same manner, i.e. two cash 
and carry concerns. 


Wholesale Margins in 1946 


The intensive competitive conditions 
found in the present day Los Angeles 
wholesale grocery market strongly tend 
in the direction of narrowing distributor 
margins. Vigorous rivalry only supplies 
the impetus, however; the actual nar- 
rowing process takes place through 
improving methods of operation (in- 
cluding eliminating unnecessary activ- 
ities) and, to some extent, shifting por- 
tions of functions to retailer-buyers.” 
The former is illustrated by the adoption 
of labor-saving devices and methods 
(such as modern intra-warehouse trans- 
portation facilities and semi-automatic 
recording machines, as well as scientifi- 
cally arranged storage rooms) in order to 
facilitate handling operations. The latter 
is exemplified by cash and carry systems 
which depend upon retailer-buyers to 
furnish their own transportation facil- 
ities and provide their own financing. 
The retailer-cooperatives provide a mini- 
mum of selling service but rely on re- 
tailer-customers to take the initiative in 
this matter through a simplified pur- 
chasing operation.” 

% This does not necessarily preclude social savings 
however, because the buyer may be able to perform the 
function at lower cost. 

% Order books are dispatched weekly to members. 
These books contain a list of merchandise items avail- 
able at the warehouse with identifying stock numbers 
and prices. On an assigned day each week the retailer- 
member simply indicates the number of units of each 


item he wishes in the spaces provided and mails the 
self-addressed order book to the warehouse. Costly 


So through a combination of improved 
methods and competitive pressure, 
wholesale margins have been forced 
down. That this is not merely a tendency 
but has actually worked out in practice 
is clearly manifest in the reports of those 
engaged in the trade. Margins which a 
quarter of a century ago averaged about 
12 per cent for the industry are now at 
most between 5 and 6 per cent (with 
some firms operating on a basis con- 
siderably below this).% Thus improved 
efficiency has taken place in the Los 
Angeles wholesale grocery market during 
the past 25 years by means of revolu- 
tionary developments in operating meth- 
ods and in the attitudes of those con- 
ducting business in this field. The whole- 
saler has adjusted himself to adverse 
conditions with amazing effectiveness. 


SUMMARY—CONCLUSIONS 


Revolutionary changes occurred in the 
Los Angeles wholesale grocery trade in 
the quarter century 1920 to 1946. From 
an examination of these changes the fol- 
lowing conclusions may be drawn: 

1. The intensity of competition in- 
creased greatly from 1920 to 1946 due 
mainly to the integrative tendency of 
both chain and independent retail con- 
cerns. This brought about a struggle for 
survival by those engaged in the trade. 

2. This increased sharpness of com- 
petition resulted in the elimination of the 
chronically inefficient; at the same time 
it increased the efficiency of those having 
the capacity to move in this direction. 

3. Increased efficiency has been ac- 
complished in various ways including 
establishing cash and carry departments, 
selling directly from wagons, selling by 
mail (combined with rigidly scheduled 





selling effort thus is largely replaced by an inexpensive 
requisitioning activity on the part of the buyers. 

% One retailer-cooperative operates on a margin of 
between 3 and 4 per cent. 
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order filling), etc. Whereas in 1920 the 
great bulk of the business was done by 
full line, full service establishments now 
only a small proportion of the business 
is so handled. 

4. This increased efficiency has mani- 
fested itself in greatly reduced margins 
retained by wholesalers. Margins were 
cut in half from 1920 to 1946. One result 
is that a Los Angeles independent 
grocery retailer is in a position to acquire 
merchandise at prices little, if any, above 
the established cost of merchandise to 
chain-store units. 

5. Some wholesale concerns have sur- 
vived not so much by increased efficiency 
(although they have moved in this direc- 
tion also) as by the promotion of a brand 
of their own on which a greater than aver- 
age margin is earned or by avoiding the 
impact of competition in some other way. 


6. Population increase has been an 
ally of the wholesaler in the Los Angeles 
area. For example, one leading old-line 
wholesaler increased sales by 56 per cent 
between 1920 and 1946 while going from 
a little over 14 per cent of the field down 
to less than 6 per cent. 

7. Despite the drastic changes in the 
type of wholesaling activity over the 
years, the constancy of wholesaling is 
very striking. In 1946 almost 65 per cent 
of the total grocery sales going to retail 
stores still passed through some sort of 
wholesaler (excluding chain warehouses 
and manufacturer’s own _ representa- 
tives). This clearly indicates that whole- 
saling is not an appendage to the dis- 
tribution structure but by actual test 
contributes in an important way to the 
efficiency of marketing in our society. 











WHOLESALE BUYING AND MERCHANDISING 


R. S. ALEXANDER ano JAMES SNITZLER 
Columbia University’ 


oops well-bought are half sold.” 

This well-worn bromide of the re- 
tailing business is equally applicable to 
the wholesale trade. Conformance with 
the precept involves the twin functions 
of buying and merchandising. (The 
broader sense of the latter term covers 
deciding what to buy, when to buy, how 
much to buy so that an adjustment will 
be achieved between market demand and 
goods available to supply it.) The per- 
formance of these functions includes 


1Except for the technique of inventory control 
which has been very well written up by the Department 
of Commerce, there is very little written information 
on the subject of this paper. Practically all of the 
material presented here was obtained from wholesalers 
themselves by questionnaire and interview. The un- 
published results of a study made last year by the 
National Association of Manufacturers were drawn 


upon for some of the observations in the section on the, 


exclusive franchise. 

The authors are indebted to the following wholesale 
houses for their kindness and generosity in supplying 
information: J. Engel & Co., Baltimore; Neal & Hyde, 
Syracuse; Ely & Walker Dry Goods Co., St. Louis; 
Higginbotham & Bailey Co., 
and Co., Charleston, W. Va.; Isbell-Kent-Oakes Co., 
Denver; ” Grether & Grether, Los Angeles; Richmond, 
Dry Goods Co., Richmond, Va.; Ketchum and Co., 
New York City; S&W Fine Foods, New York City; 
H. D. Lee Company, Kansas City; Seeman Bros., New 
York City; Francis H. Leggett Co., New York City; 
Underhill-Clinch Co., New York City; Masbach Co., 
New York City; Marshall-Wells Co., Portland, Ore.; 
Allison Erwin Co., Charlotte, N. C.; Orgill Bros. and 
Co., Memphis, Tenn.; Blish, Mize & Silliman Co:, 


Atchison, Kans.; Interstate Hdwe. Co., Bristol, Tenn.-_ 


Va.; Somers, Fitler, and Todd, Pittsburgh; R. C. 
Duncan Co., Minneapolis; Lehr Distributors, New 
York; Joseph Kurzon, New York; J-S Sales Co., New 
York; The Jones, Witter & Co., Columbus, O.; Towne 
& James, New York City; D. Kaltman, Jersey City; 
Schieffelin and Co., New York City; Long Island 
Drug Co., New York City; Krasdale Foods Co., New 
York City; R. C. Williams Co., New York City; Hib- 
bard, Spencer, Bartlett & Co., Evanston, Ill.; Builders 
Supply Co., San Antonio; Belknap Hardware Co. 
Louisville; Butts & Ordway Co., Cambridge, Mass.; 
R. C. Neal Co., Buffalo; Hobb Electrical Supply Co., 
New York; Dale Distributing Co., New York. 
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such matters as the organization of the 
buying and merchandising work, the 
control of inventory, buying technique 
and procedure, the selection of mer- 
chandise, the selection of suppliers, and 
the determination and administration of 
such broad policies as private branding 
and exclusive franchise distribution. 


ORGANIZATION FOR BUYING AND 
MERCHANDISING 


Who Makes Policy? 


In the wholesale field, as might be ex- 
pected, the making of buying and 
merchandising policy is a top-manage- 
ment job. The major executives of a firm 
generally decide such questions as what 
quality and price lines to stock, what to 
buy, how much of it to purchase, and 
when. These decisions are usually in the 
hands of more than one executive in a 
wholesale house. In the small firm it is 
likely to be handled by the owner, the 
partners, or the general manager in co- 
operation with the persons specifically 
charged with the work of procurement. 
In many of the larger houses buying and 
stock policy is made by a committee, 
usually including in its membership the 
president or general manager and the 
vice-president in charge of buying. A 
surprisingly large number of firms in- 
clude the sales manager as a member of 
the committee which plans the buying 
work. This is apparently due to the very 
close interdependence of purchasing and 
sales which is characteristic of a mercan- 
tile business. It is probably a recognition 
of the fact that, in this kind of business, 
responsibility for the two activities can 
not be divorced. 

Many firms have executives known as 
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merchandise managers, each in charge of 
one or more product lines, who play a 
significant part in making buying and 
stock control decisions. The scope of 
such an official’s activities and authority 
seems to be somewhat narrower than 
that of the executive of the same title in 
the department store business. He ap- 
parently has little if any control over 
sales activities but primary responsibil- 
ity for the buying and stock control work 
of his product division of the company. 


Organization for Buying 


In most wholesale trades the work of 
buying is departmentalized and is usu- 
ally under a major executive who in the 
larger companies rates as a_ vice- 
president at least. This form of organiza- 
tion is not true of the dry goods business. 
The average firm in this trade, like a 
department store, is departmentized ac- 
cording to products handled. In each de- 
partment there is a buyer (or several 
buyers) who functions for that depart- 
ment alone. The manager of the depart- 
ment is responsible for both the buying 
and selling work in somewhat the same 
manner as the department head in a de- 
partment store. The same form of or- 
ganization is sometimes found in the 
wholesale hardware trade although it is 
not the most common type of arrange- 
ment. 

In the electrical wholesaling business 
and among industrial distributors the 
buying is quite likely to be done by the 
sales manager who thus performs a dual 
function without the merchandise de- 
partmentization feature of the dry goods 
house. This trade also employs an official 
known as a purchasing agent who is an 
executive of the firm. His functions and 
position are similar to those of an in- 
dustrial purchasing agent rather than to 
those of the agent middleman of that 
name. 


The buyers in a wholesale house are 
almost always specialized along the lines 
of the merchandise bought. The number 
of product specialists varies with the 
trade, with the size of the company, and 
with the variety of goods it handles. A 
large grocery house in the middle west 
employs nine buyers some of whom buy 
as many as 30 to $0 types of articles. A 
medium-sized hardware house employs 
four buyers specializing in handling 
garden tools and supplies, electrical ap- 
pliances, general tools, and miscellane- 
ous items. A large firm in this trade 
divides its buying work among thirteen 
buyers each specializing in one of the 
following lines of goods; 


Mechanics and Industrial Supplies 
Plumbing and Heating 

Farm and Garden Supplies 
Sporting Goods 

Builders’ Hardware 

Painters’ Supplies and Drapery Fixtures 
Industrial Supplics 

Heavy Hardware 

Houseware and Gifts 

Major Appliances 

Electrical Supplies 

Guns and Ammunition 

Cutlery, Toys, and Wheel Goods. 


At the other end of the scale is the small 
house which has two buyers, one pur- 
chasing builders’ hardware and the other 
buying all other items. 

The dry goods trade makes extensive 
use of the resident buyer and some firms 
in the hardware trade employ the 
purchasing agent to aid in their buying 
work. Over half of the dry goods houses 
maintain buying office connections.” 
This practice seems to be characteristic 
of the large as well as the small firms. In 
this trade and in the wholesale jewelry 
trade there are cooperative organizations 


2 U. S. Department of Commerce, Office of Domestic 
Commerce, A Summary of Dry Goods Wholesalers’ 


. Operations, Washington, 1949. 
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which function as resident buyers for the 
wholesaler members. Most of these or- 
ganizations are located in New York 
City. They perform for the wholesale 
houses they represent almost exactly the 
same functions the traditional resident 
buying house performs for the retail 
stores which are its clients. 

Practice varies widely among dry 
goods wholesalers as to the extent to 
which and the merchandise areas within 
which they use the resident buying 
house. Apparently more of them make 
use of this agent in the purchase of 
staple goods, such as domestics, blankets, 
print goods, etc., than in the buying of 
style merchandise. A few employ the 
resident buying house in the procure- 
ment of all their goods; this seems rather 
more characteristic of the small whole- 
salers than of the large. One well- 
managed house buys all its goods 
through the resident buyer except floor 
coverings; another buys its staple lines 
in this manner and purchases style goods 
direct. 

Through using a resident buyer the 
wholesaler is able to have some one in 
the market at all times shopping the 
offerings of the various sources and ad- 
vising the wholesale buyers as to items 
which appear to be good bargains. When 
a number of the clients of a resident 
buyer purchase the same items through 
him, he is sometimes able to gain price 
concessions and other advantages. Dur- 
ing the period of scarcity these agencies 
were relied upon to pick up for their 
clients various odd lots of merchandise 
and to apply constant pressure on the 
suppliers to make goods available for 
the firms they represented. 


MeEtTuHOpD or BuyInG 


In most wholesale trades considerable 
buying is done on the basis of seasonal 
or annual contracts. The industrial dis- 


tributor is a conspicuous exception to 
this general practice. In the dry goods, 
drug, hardware, and electrical goods 
trades such contracts are used in the 
purchase of various types of merchandise 
having a seasonal demand. In the 
grocery trade the practice is confined 
chiefly to goods that are produced 
seasonally. 

Dry goods items that are commonly 
bought in this manner are blankets, 
toys, underwear, rubber footwear; in 
addition some firms buy women’s and 
children’s garments, floor coverings, 
sheets, and pillow-cases on seasonal con- 
tracts. Drug houses use the season 
contract in the purchase of such items as 
sun-tan lotions, toys, bathing caps, 
cough syrups. Many of these articles are 
bought as long as eight months before 
the selling season. 

Hardware houses buy such items as 
lawn-mowers, fans, heaters, garden hose, 
ammunition, and paint in this manner. 
Electrical wholesalers purchase on sea- 
son contracts the same general kinds of 
articles, particularly those which are 
suitable for Christmas gifts; many of 
these contracts are executed as long as 
six months ahead of the selling season. 
In the food business on the other hand 
the wholesaler uses the seasonal contract 
chiefly for the purchase of canned goods 
which are produced seasonally and con- 
sumed the year round. Many of them 
confine its use to this type of merchan- 
dise; others apply it to nearly all the 
items they handle. 


Routine Buying 


Most wholesalers buy at least part of 
their merchandise on a routine basis; 
that is when stock falls to a predeter- 
mined figure, an order is placed for a 
standard quantity. Most dry goods 
houses use this method in buying staple 
items such as sheets, pillow-cases, do- 











THE JOURNAL OF MARKETING 


181 





mestics, and towels. Drug wholesalers 
purchase in this manner practically all 
their goods except the comparatively 
few items they procure on seasonal con- 
tracts. Grocery firms buy on a routine 
basis national branded items and such 
staple articles as flour, cereals, and sugar 
when it is not purchased speculatively. 
In all too many grocery houses sugar is 
the pet hobby of a major executive who 
matches his wits against the wayward 
whims of the market in an attempt, not 
always successful, to win for his firm a 
speculative jackpot in its dealings in the 
product. Most hardware items, at least 
those which are regularly carried in 
stock, are bought by routine order, some 
firms procuring in that manner 90% of 
the articles they handle. This is also true 
of industrial distributors and electrical 
wholesalers some of whom purchase as 
much as 95% of their items by routine. 


Trial Orders 


In buying fashion goods dry goods 
wholesalers almost invariably place trial 
orders to be followed later by fill-in 
orders as the wholesale buyer has an op- 
portunity to test the market and observe 
which items are moving briskly and 
which are not. Firms on the Pacific Coast 
depart from this practice in their deal- 
ings in established lines which they are 
likely to purchase on a seasonal basis. 


Forward Orders 


As was pointed out above there is a 
general tendency to buy on forward con- 
tracts and far ahead of the selling period 
many kinds of merchandise having a 
seasonal demand. This practice is quite 
general except in the industrial supply 
trade where there seems to be little or 
none of it. In most trades the wholesaler 
is able by this means to obtain certain 
concessions, such as forward dating and 
price guarantee of floor stocks. This is 


true in practically every trade charac- 
terized by seasonal demand. Some houses 
do not insist on guarantee of floor stocks 
but ask only that the seller guarantee 
price until the goods are shipped. 

On certain types of seasonal articles 
handled by drug wholesalers, such as 
bathing caps and cough syrups, manu- 
facturers customarily guarantee floor 
stocks and allow forward datings varying 
from 30 to 120 days. On such articles 
and on a number of strictly drug items, 
such as antibiotics, the manufacturers 
guarantee floor stocks. Strictly the 
guarantee applies only to stocks bought 
within thirty days of the date of the price 
change but practically it usually applies 
to all stocks. In addition, manufacturers 
in this trade often take back stocks 
when a better product is brought out or 
the price is changed. 

In the hardware business and the elec- 
trical wholesale trade both forward 
datings and price guarantee are quite 
common. Most wholesalers bargain vigor- 
ously for them and many manufacturers 
grant them. Many firms refused to grant 
these concessions during the war and 
post-war scarcity years but the whole- 
salers, along with other buyers, are now 
beginning to exert their new-found 
power, born of plenty, and are demand- 
ing and receiving season datings and 
floor stock guarantees. 


BASES OF SELECTION 


The retailer has often been described 
as the purchasing agent of the con- 
sumer. We may extend the application 
of the figure further to say that the 
wholesaler is the purchasing agent of the 
independent retailer. It is his function 
to procure and stock the things his re- 
tailer customers wish to buy. Unless he 
does so, he falls short of serving them as 
he should. If he does so, he thereby takes 


. the initial step in developing and main- 
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taining the healthy and prosperous body 
of independent retailers without which 
the wholesaler cannot exist, much less 
operate at a profit. 


Learning Customer Needs 


The first step in the wholesaler’s per- 
formance of the buying function, there- 
fore, should be that of finding out what 
merchandise his retailer-customers need 
so that he may buy and stock goods that 
the retailer can resell at a profit. The 
acid test of his buying should be the 
answer to the question, “Can my re- 
tailers sell the article at a profit?” 

Most wholesalers perform this step in 
an informal and somewhat unsystematic 
manner. Practically none of them con- 
duct orderly surveys among retailers to 
find out what merchandise they wish or 
need to buy. Only a few employ even the 
rudiments of the techniques of market- 
ing research in seeking this most im- 
portant information. One dry goods 
wholesaler conducts regular conferences 
with groups of his retailer-customers in 
the course of which they discuss operat- 
ing and promotional methods and types 
and lines of merchandise. In this way he 
gathers much information enabling him 
to adapt his purchases to his customers’ 
needs. Another wholesaler encourages 
his salesmen every now and then to work 
as salesmen in the stores of their cus- 
tomers and to report to him their experi- 
ences in selling various types of goods to 
consumers. 

Practically no wholesalers make any 
use of the technique of consumer re- 
search to determine the kinds of goods 
the consumer-customers of their re- 
tailer-customers wish to buy. One reason 
for this probably lies in the fact that 
consumer research is an expensive busi- 
ness and the narrow margin of gross 
profit on which the average wholesaler 
operates leaves no surplus out of which 


to pay for consumer surveys. 

Almost all wholesalers rely heavily 
upon their salesmen to act as a means of 
liaison between their buyers and their 
customers. In the final analysis if the 
wholesaler’s salesmen are properly super- 
vised and trained to collect information 
of use in his purchasing work, they are 
very favorably placed to do so. The 
questionable feature of this method of 
collecting merchandising information lies 
in the fact that all too often the whole- 
saler’s salesmen are neither trained to do 
this work, properly supervised in it, 
nor is adequate machinery set up to in- 
duce them to report the buying informa- 
tion they discover. 

The manufacturers’ salesmen who call 
on wholesalers are of some value, al- 
though not too much, as a source of 
merchandise information. A few whole- 
salers regard the manufacturers’ repre- 
sentatives as of little or no value in their 
buying work. At the other end of the 
scale is the wholesaler who remarks that 
“competent, experienced, reliable sales- 
men are invaluable.’”’ Many wholesalers 
are of the opinion that the manufac- 
turers’ salesmen are of value chiefly as a 
source of information about new prod- 
ucts and special promotional deals. This 
is especially true in the drug and hard- 
ware trades in which new products are 
rather more common and the goods 
handled are somewhat more technical in 
character than is the case with most 
wholesale trades. 

As a source of buying information the 
manufacturers’ salesman has the ad- 
vantage that he circulates throughout 
the wholesaler’s territory, meets his 
competitors, and has the opportunity to 
bring to the wholesaler information 
which he gathers outside the whole- 
saler’s trading area. His chief weaknesses 
in this respect lie in the fact that too 
often he is not properly trained or 
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adequately informed about the products 
he sells. Furthermore he is sometimes 
lacking in candor in his dealings with 
his customers, being under considerable 
pressure to sell the articles his employer 
wishes sold. On the whole, the manu- 
facturers’ salesmen are probably more 
important and helpful to the wholesaler 
in his selling than in his buying work, 
since much of their effort is applied to 
building up the latter’s salesmen as 
promoters of the producer’s goods and 
in doing detailing work which is of help 
to the wholesaler in disposing of these 
goods. 


Stock Records 


Stock and sales records constitute 
the chief device used by wholesalers in 
determining what to buy as well as when 
and how much to purchase. Many houses 
rely entirely upon such records in select- 
ing merchandise; many others make 
more use of this device than of any 
other. The nature and extent of the stock 
records maintained by the average 
wholesaler thus become matters of great 
importance in his performance of the 
buying function. 

Comparatively few wholesalers main- 
tain perpetual inventory systems. Most 
houses are deterred from keeping such a 
record of stock by the heavy cost in- 
volved because of the large number of 
items carried. A number of firms main- 
tain a perpetual inventory record of a 
limited number of items, usually the 
most important or those of high unit 
value. For example, one drug house 
keeps such a record on about 800 items 
out of a stock probably totaling some 
thousands of items. These 800 articles 
are those on which the heaviest in- 
ventory is carried and which the firm 
cannot afford to be without. 

A few houses use the punch card sys- 
tem of bookkeeping and inventory con- 


trol. By punching a separate card for 
each case or other trading unit of an 
item when it is put in stock, keeping 
these cards in a “‘tub file” from which 
cards are drawn to use in making up in- 
voices to be consulted in picking orders, 
a perpetual inventory can be maintained 
without any expense significantly greater 
than that involved in doing the ordinary 
accounting work of the company. Be- 
cause of the large number of items 
handled, the “tub file” system is not 
feasible for many types of wholesalers 
outside the grocery trade. The system 
has not been widely adopted even there 
since it is new and since it is not eco- 
nomical for the smaller firms because of 
the large overhead expense involved. 
Within the last several years a method 
has been worked out by means of which 
the punch card system can be used 
successfully in the drug field without the 
need to employ the unwieldy “tub file” 
technique. There seems little doubt that 
the punch card system is the system of 
the future, at least for the large- and 
medium-sized houses, not only because 
of the closer control which it makes pos- 
sible over inventory but also by reason 
of the wealth of operational information 
it makes available to guide management 
in its work of improving efficiency, 
eliminating waste, and reducing cost. 
The typical pattern of inventory con- 
trol in the wholesale trade seems to be a 
record of stock based on a monthly 
count of all items and a bi-weekly count 
of fast-moving items. A relatively small 
number of houses operate on the basis of 
a weekly count either of all items or of 
fast-moving lines only, with a less fre- 
quent count of the slower-turnover 
articles. Usually the record of these 
counts together with a record of receipts 
and less frequently of goods on order is 
maintained on some sort of a ledger or 


.card file. One electrical house requires 
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each order supervisor to make a daily 
count of the items in his section. In the 
dry goods field it is not unusual for each 
department head to be responsible for 
his own inventory control system. 

This whole procedure apparently 
means that on most items the whole- 
saler maintains at least two months’ 
stock while on fast-moving articles he 
carries from two weeks’ to a month’s 
inventory. This is borne out by the 
monthly reports of the Department of 
Commerce on wholesalers’ sales and in- 
ventories, which show average monthly 
stock-sales ratios ranging from 150 to 
200. 


Notification of Need to Buy 


The means by which the buyer is most 
frequently notified of the need to place 
an order is the stock record. Many firms 
enter on the stock record form or the 
form on which the count of stock is re- 
corded a minimum figure below which 
inventory should not fall before the item 
is reordered. If a count of stock is made 
often enough or the minimum is fixed 
high enough so that there is little or no 
likelihood of inventory running danger- 
ously low between counts, this system 
seems adequate. This is especially true in 
trades in which the flow of business from 
week to week is fairly stable and not 
subject to unexpected wide fluctuations. 

A considerable number of houses rely 
on the order picker or the supervisor of 
order pickers to keep track of the 
amount of stock on hand and to requisi- 
tion additional supplies of an item when 
its inventory reaches the order point. 
This requisition goes to the buyer and 
constitutes his authorization to place an 
order. In some cases this procedure is 
followed only in the cases of fast- 
moving items; other items are bought 
on the basis of the reports of the periodic 
stock counts. The efficiency of this sys- 


tem obviously depends largely on the 
reliability of the ‘order picker or his 
supervisor. 

A number of other less systematic 
methods of discovering the need to pur- 
chase are employed. One firm supplies 
the buyer with a tabulation of sales and 
it is his duty to place orders in proportion 
to sales. Other firms rely on the buyer or 
some other executive, in one case the 
president, to examine the inventory per- 
sonally at selected intervals; on the 
basis of this observation the need for 
placing orders is determined. This 
method seems a bit too casual to be 
satisfactory even in the very small 
establishment. 

The stock control practices of whole- 
salers and their procedure for originating 
and processing orders seem to be much 
less systematic and adequate than those 
of well-managed retailers and industrial 
purchasing agents. Lack of the close 
control which comes from a unit stock 
control or perpetual inventory system 
undoubtedly results in the wholesaler 
sometimes carrying a larger inventory 
than the circumstances justify; on the 
other hand it is not unlikely that the 
cost of such a system of control might 
often exceed the savings to be expected 
from its operation. This is especially true 
in the small establishment. 


PRIVATE BRANDS 


One of the most important decisions 
which the wholesaler must make in the 
field of merchandising policy is that of 
the private brand. In many trades the 
wholesaler’s private brand was originally 
developed primarily as a weapon of de- 
fense against the chain store system. The 
chain could not sell goods under the 
wholesaler’s brand because the whole- 
saler would not sell to it. As a result the 
private brand enabled the wholesaler to 
supply his retailers with merchandise in 
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selling which the latter did not have to 
meet chain store competition. 


Extent of Practice 


This early purpose of the practice of 
private branding among wholesalers 
seems largely to have disappeared or to 
have been submerged under other con- 
siderations. But this change in purpose 
does not seem to have subtracted from 
the extent to which the practice is used 
in the trade. It is employed almost uni- 
versally in the grocery business, very ex- 
tensively in the dry goods business, and 
by a considerable number of firms in the 
hardware and drug trades. Its use is 
almost completely lacking, however, in 
the mill supply business and among 
electrical wholesalers. 

The extent to which it is used tends 
to vary widely among the several whole- 
sale trades. Some large firms in the 
grocery trade sell as much as 90% of 
their total volume under their own 
brands. The food items most commonly 
sold under private brands are canned 
fruits and probably coffee. In the dry 
goods trade a variety of items are sold in 
this manner including dresses, hosiery 
(probably the most common item), 
underwear, handkerchiefs, lingerie, 
woolen knit goods, and neckwear. The 
percentage of the sales of the average 
wholesale drug house which are sold 
under private brand is very small. It is 
generally confined to a few standard 
items. Customer appreciation of the 
need for exactness in compounding is so 
keen and customer confidence in the 
essential integrity of the great national 
drug houses is so great that private 
branding in the wholesale drug trade 
does not pay. One of the big hardware 
houses sells most of its lines under its 
own brands; most firms in this trade, 
however, confine their private branding 


to a few lines, such as tools, major ap- - 


pliances, fishing tackle, sporting goods, 
and water heaters. 


Private Brand Pricing Policies 


There seems to be a fairly general 
public opinion that the prices of the 
goods sold under wholesaler’s private 
brands are higher than those of similar 
goods sold under national brands. This 
does not seem to be borne out by the 
policies which most wholesalers attempt 
to follow in pricing their private- 
branded merchandise. All but a few seek 
to sell at prices which are lower or at 
least no higher than those of nationally 
branded goods of comparable quality. 
The number of wholesalers who con- 
sciously and intentionally price their 
private brand merchandise above the 
market is very small and confined almost 
entirely to the food business although 
the personnel of the group is highly 
distinguished. 


Sources of Private Brand Merchandise 


There seems to be no great degree of 
uniformity in the matter of the sources 
from whom wholesalers procure goods for 
sale under their own brands. Most of 
them run true to a pattern in that they 
patronize more than one type of source in 
buying merchandise for this purpose. 
Practically all grocery wholesalers em- 
ploy food brokers for this purpose. Quite 
a number of houses in every trade in 
which private brand selling is common 
make in their own factories the goods 
they sell in this manner. In the dry 
goods, grocery, and hardware trades 
manufacturers who specialize in making 
goods for private branding are a gener- 
ally used source. It is common practice 
in the dry goods trade to buy in the open 
market goods for private branding. 
National manufacturers are also used, 
especially in the drug trade. 

One large grocery wholesaler summar- 
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izes what is probably fairly general prac- 
tice in buying goods for private labeling, 


“We buy part of our private brand mer- 
chandise from packers producing nationally 
advertised goods but I would say the greater 
portion of it comes from packers who have 
their own brands but do not advertise them. 
Most of them are specialists on private 
brands. 

“We do buy this merchandise on the open 
market but in most cases from established 
sources of supply that we work with from 
year to year. I can think of one source of sup- 
ply for a particular item with which we have 
had a connection for 50 years. 

“Occasionally a manufacturer of nation- 
ally advertised brands has surpluses and they 
would be considered but there is the difficult 
problem of grading in such instances.” 


Control of Quality 


The methods employed to control the 
quality of the goods bought for private 
branding vary widely. Some concerns 
rely entirely on the integrity and care 
of the firms from which they buy. If a 
wholesaler buys this type of merchan- 
dise from a national brand manufacturer, 
he can specify that the goods delivered 
to him must be of the same quality 
standard as those the manufacturer sells 
under his own brand; this gives a con- 
siderable measure of security as to qual- 
ity. Many firms inspect samples of the 
goods delivered and check their quality 
against specifications. This is common 
practice in the grocery trade. A respec- 
table number of wholesalers have such 
goods tested in commercial testing labor- 
atories. At least one firm maintains its 
own testing laboratory. Drug houses are 
fairly safe so long as they make sure their 
suppliers obey the Food and Drugs Act 
and other legal requirements. In buying 
cosmetics for private branding, however, 
a drug wholesaler finds it wise to make 
sure that his supplier has product insur- 
ance since by putting his own brand on 


the article, the wholesaler assumes sole 
sponsorship as well as joint production 
responsibility for the article. This in- 
increases the likelihood of his being sued 
in case of failure of the product causing 
damage to the user. 


Purposes of Private Branding 


The purposes which wholesalers hope 
to accomplish by selling under private 
brand vary widely. Perhaps the most 
common reason for doing so is the fact 
that the percentage of gross margin is 
greater on private brand merchandise 
than on national brand goods. In some 
cases this advantage is more apparent 
than real. It may be true that since the 
manufacturer of the national brand 
merchandise has to bear the cost of ad- 
vertising his product and in many cases 
the expense of sending missionary sales- 
men to call on the retailer customers of 
the wholesaler to help perform the sell- 
ing job, the manufacturer is unwilling to 
allow the wholesaler as wide a margin 
as he is able to get on goods that are 
sold to him without identification. But 
if the wholesaler subtracts from his 
wider margin on private branded goods 
the costs of the promotional selling he 
must do in order to build up and main- 
tain a demand for those goods, he may 
find that he has a smaller margin of net 
profit than he enjoys on goods under 
national brands. 

Probably one of the most compelling 
purposes of private branding is well il- 
lustrated by the experience of a whole- 
sale jewelry house which its manager 
summarizes as follows: 


“Slightly over three years ago, we had the 
experience of losing two watch lines, as these 
factories decided to change their method of 
distribution, abandon the wholesaler, and 
sell direct to retail outlets. 

“When we can establish our own brand 
name on our own merchandise, every source 
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of supply from whom we buy an article, 
save one, can decide to sell directly to the 
retailer, but they cannot take our own lines 
away from us. It is a matter of insurance for 
the security of our business in the future.” 


A dry goods wholesaler expresses it a 
little differently but with equal direct- 
ness and logic: 


“We control the name and therefore we 
can promote without fear of being undersold 
or of having the product taken away from 


” 


us. 


Disadvantages 


The private branding wholesaler is not 
without his hair shirt. During the war 
many firms found it very difficult or even 
impossible to get merchandise for sale 
under their brands; some of them were 
forced to discontinue the practice. A 
few experiencing great difficulty in ob- 
taining enough nationally branded goods 
to satisfy their needs found that by 
turning to the private brand manufac- 
turer they could procure additional sup- 
plies: this was a most unusual perform- 
ance, however. Quite a number of firms 
that went out of the private branding 
business during the war have not re- 
sumed it and are undecided as to whether 
to do so. 

The chief drawback of the practice 
of private branding from the standpoint 
of the wholesaler arises from the fact 
that the manufacturer of a national 
branded article does much of the work 
of selling. When the wholesaler begins to 
sell under his own brand, he finds that 
he has harnessed himself with a high 
cost of advertising and promotional sell- 
ing if he is to develop and maintain an 
adequate market for his brand. The re- 
tailers and the public know about 
national branded merchandise because 
they have been told at great expense to 
the national brander. They prefer the 
goods they know. The wholesaler must 


tell them about his merchandise before 
they will buy it; he must keep on telling 
them about it if he expects them to keep 
on buying it. All this is exceedingly 
costly. 


Exc LusivE FRANCHISE DEALING 
Extent of practice 


If a wholesaler operates under an 
exclusive franchise arrangement with 
some manufacturer, his merchandising 
problems and procedures are very greatly 
modified. This practice is common in a 
number of trades and practically un- 
known in others. For a number of years 
the Wholesale Dry Goods Institute has 
urged upon the members of the dry goods 
trade a policy of “‘selective selling.” By 
“selective selling” the Institute means 
the practice of the wholesaler handling 
the merchandise of a single manufac- 
turer in each line or product group. That 
this campaign has brought some results 
is indicated by the fact that the exclu- 
sive arrangement is quite common in 
the trade. It is also generally used in the 
hardware trade, among industrial dis- 
tributors, and by electrical wholesalers. 
It is practically not to be found in the 
drug and grocery trades, except that 
there seems to be some survival of it in 
the latter trade on the West Coast. 

In the drug trade and grocery trade 
the relative absence of the exclusive 
franchise seems to be due to the need of 
the manufacturer to have his goods sold 
through all retail outlets since most of 
the articles handled by those trades are 
convenience goods, and to the large 
number of retailers engaged in the gro- 
cery and drug businesses. The combina- 
tion of these two factors practically 
eliminates the use of the franchise since 
the manufacturer could not hope through 
one wholesaler alone or even through 
joint agencies to achieve complete mar- 
-ket coverage. 
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In the dry goods business the exclu- 
sive franchise arrangement seems to be 
found most frequently in connection 
with hosiery, particularly quality ho- 
siery, household linens, dress goods, and 
floor coverings of certain types. In the 
hardware trade it is applied to appli- 
ances, paint, tires, oil heaters, water 
systems, floor coverings, builders’ hard- 
ware. The industrial distributors handle 
on this basis cutting tools and abrasives 
as well as most items needing special 
sales effort and engineering service. The 
electrical wholesalers seem to customar- 
ily handle large appliances on a franchise 
basis and small appliances on an open 
territory basis. 


Length of Contract 


Most exclusive franchise contracts are 
either for one year or are of indefinite 
duration terminable at will upon proper 
notification, usually 30 or 60 days. While 
these arrangements seem to be somewhat 
loose and to give neither the manufac- 
turer nor the wholesaler any great degree 
of assurance of the continuity of the re- 
lationship, they probably represent about 
the best that can be achieved when the 
real interests of the parties are consid- 
ered. Even though a manufacturer had a 
five year contract with a dissatisfied 
wholesaler, he would be very unwise to 
hold the merchant to it because he would 
be unlikely to get as good sales service 
from the disgruntled outlet as he would 
from a satisfied one whose qualifications 
as a merchant were much less impressive. 
The same thing is true if the matter is 
viewed from the standpoint of the whole- 
saler. He would probably be unwise to 
hold a dissatisfied manufacturer to a 
long-time contract because he would cer- 
tainly fail to get from the producer the 
enthusiastic cooperation and sales pro- 
motion help which is the essence of the 
relationship from his viewpoint. Except 


when a new product is being introduced, 
the contract-at-will probably serves the 
interests of both parties. 


Terms of Contract 


The franchise contract almost always 
gives the wholesaler exclusive rights to 
distribute the manufacturer’s product 
or line within a designated market area. 
For example, a New York hardware 
house which has an exclusive franchise 
for a certain make of lawnmower is 
assured under the contract that no other 
wholesaler within the five boroughs will 
be permitted to distribute that make of 
mower. The area covered is likely to de- 
pend on the policy of the manufacturer, 
the manner in which he divides his mar- 
ket into sub-areas, and the relationships 
he has established or is trying to estab- 
lish with other wholesalers. It is also 
likely to be affected by the attractiveness 
of the qualifications of the wholesaler as 
an outlet for the manufacturer’s prod- 
uct, the extent of the area within which 
the wholesaler gives adequate sales and 
delivery coverage of the market, and the 
bargaining power of the merchant. 

Certain types of accounts are often 
exempted from the general grant of 
territorial exclusiveness. The manufac- 
turer is likely to reserve governmental 
units to be sold by his own staff. The 
same treatment is often applied to na- 
tional accounts with buying headquar- 
ters in the wholesaler’s territory. Buyers 
for export and railroads and public 
utility concerns are also likely to be 
exempted. 

In the contract the manufacturer also 
usually promises to give the wholesaler 
certain promotional and service assist- 
ance. This almost invariably involves 
missionary work on the part of the manu- 
facturer’s regular salesmen or by de- 
tailers especially designated for the 
service. These men usually call on the 
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trade either with the merchants’ sales- 
men or by themselves. Orders which 
they take are turned over to the whole- 
saler to be filled. The manufacturer’s 
salesmen usually address meetings of the 
merchant’s salesmen, seeking to train 
them in methods of selling the merchan- 
dise; they often install promotional ma- 
terial in the stores of the retailers they 
visit; occasionally they address meetings 
of the retailers or industrial customers of 
the wholesaler. 

The manufacturer’s services to the 
wholesaler also usually include the mail- 
ing or the supplying of direct mail ma- 
terial advertising the producer’s mer- 
chandise and featuring the wholesaler’s 
name, the supplying of various types of 
point-of-sale promotional material for 
distribution by the merchant, the sup- 
plying of newspaper copy or radio script 
material. The practice of paying part of 
the cost of local advertising is also very 
general. Very few manufacturers pay 
more than half the cost of such sales 
effort. 

A few manufacturers include in their 
exclusive contracts some measure of 
price protection for their distributors. 
Of course the very nature of the arrange- 
ment protects the wholesaler against 
competitive price-cutting. In addition 
the manufacturer often agrees to guaran- 
tee the wholesaler’s floor stocks in case 
he reduces his price. A smaller number 
agree to take back merchandise which is 
moving slowly or on which the merchant 
is overstocked. A few also write into the 
contract an agreement to refer to the 
wholesaler all inquiries received from 
customers in his nage wt 

In the exclusive franchise contract 
some wholesalers agree to handle no 
line of merchandise that competes with 
that of the manufacturer. This require- 
ment is probably not more prevalent 
than it is because of the uncertainty of - 


the legality of two-sided exclusive deal- 
ing contracts under the antitrust laws. 
The most common commitment that is 
exacted from the wholesaler in such a 
contract is a promise to push the sale 
of the manufacturer’s merchandise. With 
this overt commitment goes in most 
cases the implication that the merchant 
shall push the manufacturer’s product to 
the exclusion of competitive articles. It 
involves carrying out the manufacturer’s 
distribution policy, conducting an ag- 
gressive sales and promotional campaign 
for the exclusive product or line. In 
many cases it entails meeting an annual 
sales quota set by the manufacturer, 
and carrying a stock of each item in the 
manufacturer’s line that is adequate to 
meet all demands which are likely to be 
made for it in his trading area. Many 
manufacturers set up standard or mini- 
mum stocks which their exclusive dis- 
tributors are required to maintain. 


Profit Margins 


Most wholesalers find that the margin 
of gross profit on items they handle 
under exclusive contracts is about the 
same as that on their other merchandise. 
Very few of them handle articles under 
such contracts that carry a gross margin 
percentage less than the average on other 
merchandise. A considerable number 
enjoy a higher gross margin on exclusive 
items than on the general line. 


Advantages 


The wholesaler who operates under an 
exclusive franchise arrangement enjoys 
a number of advantages. For one thing, 
he is protected against price competition 
since he is the only distributor handling 
the product or the line in his trading 
area. This usually enables him to achieve 
a higher rate of gross profit on mer- 
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chandise of this character than on the 
rest of his line. In the second place, the 
exclusive franchise wholesaler is able to 
concentrate on the line and build up 
sales for it with some assurance that he 
will reap the benefits of such work. One 
merchant expresses this advantage as 
follows, ‘‘If we put sales effort behind the 
product, we get the business.” In the 
third place, some wholesalers seem to 
feel that the exclusive franchise line 
lends prestige to their own standing with 
the trades they serve. This of course de- 
pends on the wholesaler and on the line. 

One firm pretty well summarizes the 
advantages of exclusive franchise dis- 
tribution as follows: 


“The main advantage is to be able to set 
up an organized distribution and promo- 
tional campaign that cannot be upset by 
competitors selling the same merchandise in 
our territory. This means an advantage in 
picking the best retail prospects for distribu- 
tion, and also in the avoidance of price- 
cutting.” 


Disadvantages 


On the other hand, the exclusive fran- 
chise method of distribution has certain 
disadvantages from the standpoint of 
the wholesaler. Probably the most dis- 
turbing one is the danger that after the 
wholesaler spends time and money in 
building up a demand for a product on 
which he has an exclusive arrangement, 
the manufacturer will fail to renew his 
contract and competitors will reap the 
fruits of his efforts. This happens all too 
often. Some manufacturers make it a 
policy to introduce new products by 
means of the exclusive franchise. When 
a satisfactory volume of sales has been 
built up, the exclusive contract is can- 
celled and the product is sold to all 
wholesalers. Any merchant who know- 
ingly allows himself to be used in this 
manner is entitled to very little sym- 


pathy from anyone. On the other hand a 
manufacturing firm which has been dis- 
tributing through exclusive franchise 
wholesalers may because of a change in 
management or for some other perfectly 
legitimate reason, change its policy and 
sell on an open territory basis. This the 
wholesaler cannot foresee; there is no 
way in which he can protect himself 
against it. 

The extra sales effort the wholesaler 
applies to the promotion of an exclusive 
franchise item must be taken away from 
the other articles in his line. A few firms 
which have especially valuable franchises 
have found it worth while to try to offset 
this difficulty by setting up special 
groups of salesmen to handle the exclu- 
sive line. The regular salesmen can then 
give the remainder of the line the same 
attention they would give if the firm 
handled no exclusive items. This is the 
practice of some of the houses which 
handle the Armstrong Cork line of floor 
coverings, for example. 

A third objection to the exclusive 
franchise policy lies in the fact that the 
manufacturer almost inevitably feels 
that his product is entitled to more 
sales effort than the wholesaler is able to 
give it without sacrificing the remainder 
of his line. The result is a constant pres- 
sure for more sales which is at best 
annoying and may even prove a serious 
handicap to efficient operation. 


Effect ov: Buying 


When a wholesaler executes an ex- 
clusive franchise agreement, he thereby 
solves his problem of selecting mer- 
chandise. If the manufacturer requires 
that he carry a minimum or standard 
stock, he also solves his inventory prob- 
lem. He has only the problem of timing 
his purchases which, if the manufacturer 
also guarantees floor stocks, becomes 
merely one of maintaining stock records 
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and a buying procedure that will en- 
able him to place orders that will main- 
tain the specified stock. 

The real problem of selection for such 
a wholesaler comes when he picks the 
manufacturer with whom to negotiate 
the exclusive franchise contract. There 
are several factors of which he may 
profitably take account in making his 
selection. First, he will be wise to select 
a manufacturer who has a reputation in 
the trade for fair dealing and continuity 
of distribution policies. Second, he will 
probably be better off if he chooses a 
manufacturer who is willing to carry 
his share of the cost of local promotional 
effort and who goes out of his way to 
see to it that the wholesaler’s name is 
featured in all material used in such 
effort. Third, if a manufacturer has a 
long-standing and successful policy of 
exclusive franchise distribution, the like- 
lihood of his changing either his policy 
or his outlets is remote because he has 
learned that continuity of policy and 
representation is the essence of success. 
Fourth, if the manufacturer is willing 
to turn over to the wholesaler all in- 
quiries from prospective customers, he 
is obviously not endeavoring to build 
up contacts with the trade which he can 
later use in direct selling if he decides to 
shift to that method of distribution. 

The wholesaler who contemplates 
seeking exclusive franchise lines will 


do well to examine his operations and 
staff to make sure he has a bill of goods 
to sell that the manufacturer will be 
anxious to buy. In other words he should 
study his own organization and operat- 
ing methods in the light of the things 
manufacturers look for in the whole- 
salers they consider for exclusive dealer- 
ships. First, the manufacturer desires a 
wholesaler with a satisfactory volume of 
sales. This does not mean that he 
chooses outlets on the basis of absolute 
volume but on the basis of actual volume 
in relation to that which should be at- 
tained in the wholesaler’s trading area. 
Second, the manufacturer prefers a 
wholesaler whose operations are profit- 
able, since this gives evidence of his 
ability to supply the kind of distributive 
service the product desires and promises 
continuity of representation. Third, the 
manufacturer examines the wholesaler’s 
sales force to determine how well trained 
the salesmen are, how carefully they are 
supervised, whether they have the neces- 
sary drive and imagination to do a good 
promotional job on his merchandise. 
Fourth, a good credit rating is almost 
a must. Finally, some attempt will be 
made to appraise the quality of the man- 
agement. 

The wholesaler who is able to meet all 
these tests will find his problem of mer- 
chandising under an exclusive franchise 
system of distribution greatly simplified. 











ORGANIZATION OF WHOLESALE OPERATIONS 
FOR LOW COST 


W. H. MESEROLE 
The Ballinger Associates 


AREHOUSE operations do not earn 

money for the wholesaler. They 
cost money. Warehousing is an “‘over- 
head”’ function. 

The principle of handling merchandise 
in modern wholesale warehouse opera- 
tions is, therefore, necessarily, to or- 
ganize the space and the work in such a 
way as to permit the warehouse function 
to be performed at minimum operating 
cost. 

When this is done the warehouse can 
make a contribution to the operating 
statement in terms of savings, which is 
to say—expenses at a lower level than 
would be the case otherwise. 

Outstanding achievements have been 
seen in recent years in effective ware- 
house cost reduction. While a number of 
trades can point with pride to the ac- 
complishments of many firms in this 
respect, it is probable that the most 
spectacular warehouse cost reductions 
have taken place in the food trades. 

In order to discuss modern warehouse 
operations it will be necessary to restrict 
the discussion to that one trade. It should 
be noted, however, that warehouse op- 
eration differences as between grocery 
wholesalers and others such as drug, 
paint, and liquor wholesalers, as well as 
many other kinds, are held to be more 
apparent than real. Their operations 
may seem to vary widely but analysis 
will reveal that the widest differences are 
those of emphasis on various nuances of 
(1) the two basic modern materials- 
handling devices—conveyors and unit 
loads; and (2) differing importance of 
less-than-case sales. 

If this premise be accepted, restric- 
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tion of this paper to a discussion of the 
grocery wholesalers’ methods is more of a 
briefing device than a shortcoming, and 
we may proceed to examine the nature 
of warehouse cost as a means of observ- 
ing what is done to reduce it to least 
possible proportions. 


Tue Nature or WAREHOUSE Cost 


Warehouse cost consists primarily of 
rent cost and labor cost. The former, 
probably better described as “‘occu- 
pancy” cost is a product of the space 
(footage and cubage) and the facilities 
(elevators, refrigerators, light, power, 
etc.) provided. 

Since the space of different firms is 
rarely similarly shaped and the facilities 
provided by different firms are rarely 
alike, the occupancy costs of wholesale 
grocers’ warehouses vary quite widely. 
For all wholesalers, however, such costs 
are mainly “‘fixed” costs which are sub- 
stantially the same, dollarwise, in any 
one firm, from one period to another. 
They therefore vary, as percentages of 
sales or percentages of gross margin, as 
fluctuations occur in the firm’s sales or 
dollar margins. 

However, the trade holds strongly to 
the view that when warehouse rent cost 
exceeds 3 of one per cent of net sales, 
it is excessivé and may be increased 
only if equal percentage savings can be 
secured from a more effective se of 
labor. New warehouse footage commonly 
is held to have been very costly in 
recent years but nevertheless a good 
many food wholesalers have built and 
use new warehouses. It seems clear 
therefore, that a more effective use of 
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labor has been a widespread phenome- 
non. 

We shall take note of this in later para- 
graphs. Let us here note that a square 
foot of a modern one-story warehouse, 
with 17 feet of clear ceiling height, built 
at a cost of say $5.00 per foot, compares 
quite favorably costwise with a square 
foot of multi-story space having 9 feet 
of ceiling height, built at say $2.50 a 
generation ago. The former has 17 cu. ft. 
per square foot, and the cost per cubic 
foot is just under 30¢ while the latter 
has g cu. ft. per square foot, with cost 
per cubic foot of 28¢. Moreover, many of 
the latter cubic feet are necessarily de- 
voted to unproductive facilities, such 
as stairs and elevators, while the former 
are almost wholly devotable to produc- 
tive use. 

These figures are significant when it 
is appreciated that in the past quarter 
century wholesalers have learned to use 
the cubage. Within limits, the use of the 
cubage has: 


(a) Tended to restrain occupancy cost 
(percentage-wise of sales) to within 
the old standards, while 

making it possible to use labor the 
more effectively—if only because of 
the confinement of work travel within 
a smaller area per $1,000 of sales or 
inventory, or per dollar of gross mar- 
gin. 


(b) 


Thus from (a) above, it will be seen 
that “footage” cost is a false criterion in 
that it appears to make industrial build- 
ings more expensive, which tends to re- 
pel all but the most acute students of 
the space problem. 


Factors AFFECTING LABor Costs 


Labor cost in the grocery warehouse is 
the cost of picking up of the goods a 
given number of times, setting them 
down an equal number of times, and 
(between handlings) the cost of trans- 


porting them about the building. This 
cost, obviously, then, is a function of (1) 
the number of handlings and (2) the 
distances involved. It is smaller when: 


(a) the handlings per piece are fewer, and, 
(b) the distances per ton are less. 


Consideration (a) above speaks for 
itself as a labor-cost factor although we 
shall return to it when we deal with 
labor-saving mechanical devices. Con- 
sideration (b) returns us to the advan- 
tages of maximum usable ceiling heights. 
This also has a labor-cost aspect to be 
retouched later. 

The point to be made at this juncture 
is that the labor cost of warehouse oper- 
ation is a variable cost, being a more or 
less fixed percentage of sales or gross 
margin and a more or less variable dollar 
amount which grows and shrinks with 
fluctuations in the tonnage which we 
may express broadly as sales or margins. 

Obviously, too, labor cost will be 
larger in warehouses where physical 
difficulties arising from the nature of the 
structure increase either the number of 
handlings or the transport distances or 
occasion delays which waste the man- 
hours for which the wholesaler must 
pay. These physical difficulties are in- 
herent in multi-story warehouses—their 
low ceilings, thick columns, slow and 
weak elevators, etc., often defy more 
than token reduction of the labor cost. 

Since the labor cost of the wholesale 
grocer is a function of the number of 
handlings and the distance involved, we 
can set these data up in a simple figure 
in which the sales volume, count of pieces 
or tonnage, in the output is represented 
by the ordinate and the in and output 
distances to be traversed are represented 
by the abscissa. (See Figure 1.) 

This figure makes it clear that when 
other things are equal warehouse labor 
eosts dollarwise are related directly with 
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tonnages and distances. The problem of 
wage cost reduction, therefore, is a 
matter of ton-mileage. Few will have 
given it too much thought, but it seems 
very obvious that optimum ton-mileage 
is even more important in the ware- 
house operation than in the trucking 
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Figure 1. Schematic relationship of steps and ton- 
nage and their relationship with time and cost, in 
accumulating output at the shipping dock, when mer- 
chandise is arrayed by fallible judgment rather than 
by rule. 


operation. The achievement of utmost 
warehouse economy results from the 
combination of: (1) Supplantation of 
muscle by machinery progressively as 
output grows, and (2) use of the arts of 
cubage use, layout, and placement (spa- 
tial relations of the merchandise depart- 
ments) to secure the least transportation 
in the handling of the largest tonnage. 

The latter consideration can also be 
shown as a figure, but some explanation 
must precede its introduction. 

The number of variable warehouse- 
cost dollars spent are occasioned by: (1) 
volume, (2) the way in which the user of 
labor employs it, and (3) by certain 
commodity characteristics. The com- 
modity characteristics which make vari- 
able warehouse cost vary are but four in 
number. They are: 


. Velocity of sales 

. The weight of the package 

. The bulk of the package 

. The number of items in the merchan- 
dise department. 


bhWPH 


It will be apparent quickly that calcu- 
lations using these commodity charac- 
teristics will reveal the relative costliness 
of the commodity (item) or group, and 
that the sum of these individual or 
group costs will represent the total vari- 
able warehouse cost. Velocity expresses 
the number of handlings, is a multiplier 
of distance, and also expresses gross 
tonnage; while weight and bulk are 
measures of capacity (either of a ware- 
house or vehicle to contain or sustain, 
or of a man to handle); while the num- 
ber of items in the commodity depart- 
ment together with bulk are further 
measures of distance. 


THE Best LocaTIoNns FOR 
Commopity Groups 


The graph is readily explained. It 
shows the relative position to be ac- 
corded to commodity groups in the hier- 
archy of warehouse location when lowest 
variable cost is the objective. For ex- 
ample, sugar is of high velocity, large 
bulk, and great weight. But there are 
few sugar items. The consequent place- 
ment of the vertical and horizontal cross 
lines which reveal these facts demark a 
position toward the upper right-hand 
portion of the graph. On the other 
hand, spice is slow, light, small and 
numerous, and its cross lines place it 
toward the lower left-hand portion on 
the graph. In between these extremes 
fall other commodity departments. 

It will be further clear from Fig. 2 that 
we arrive at, finally, three main com- 
modity class groupings which we may 
describe as (1) shelf-stock area, (2) order- 
pick line, and (3) the shipping platform. 
We shall see how this works in a later 
figure. 

The whole point is that since the 
wholesaler must receive and store the 
incoming goods willy-nilly, he can and 
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should store them with relative regard 
for the output operation which occa- 
sions the greater part of the wholesale 
touch-labor cost. 

It will be clear that when orders are 
picked in a warehouse having such a 
commodity-group layout the order pick- 
ers will have a quick light walk over most 
of the distance, will add the tonnage 
only toward the end of the walk, and 





handling device, such as the jack, 
platform lift, and fork truck. 

(b) If it is costly to take many steps per 
piece of merchandise or per ton of out- 
put—because many steps take more 
time, which is what the wholesaler 
buys of his labor force—let us find lay- 
out devices by which the gross number 
of steps can be reduced. The obvious 
discovery is a careful contrivance of 
both design-layout and merchandise- 
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Ficure 2. Use of Commodity Characteristics (affecting variable ex- 
pense) to determine warehouse position according opportunity to secure 


lowest variable cost. 


that, as compared with a haphazard ar- 
ray of merchandise departments, a large 
area of savings results. This is shown in 
Figure 3. 

In the preceding pages we have ex- 
amined the nature of warehouse cost. 
We now can see that the nature of cost 
points directly to the means for cost re- 
duction—for example: 


(a) If it is costly to handle goods many 
times as they pass through the ware- 
house, let us find mechanical or other 
means to handle them fewer times. 
The obvious discovery is the unit-load 
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Ficure 3. Schematic relationship of steps and ton- 
nage and their relationship with time and cost in 
accumulating output at the shipping dock when mer- 
chandise is arrayed by rule rather than fallible judg- 
~ment, 
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department precedence to this end. 


What has gone before is theory. How 
do we bring it to bear? The remainder of 
this article is devoted to the answer to 
that question. 


MATERIAL HANDLING MACHINES 


1. The jack. The jack is a mechanical de- 
vice employing the lever and the wheel 
principles to the lifting and transport- 
ing of weights and/or bulks which are 
far beyond the capacity of men’s 
strength. It will be appreciated that 
when many pieces of merchandise are 
piled up on a portable platform (such 
as a pallet) this bulk and weight can be 
lifted a few inches from the floor (the 
lever) and hauled (the wheel) to its 
destination. The jack applies either gear 
or hydraulic power to the lever and pro- 
pulsion to the wheel, either via muscle 
or engine power. The “low-lift” plat- 
form truck may be classed as a jack 


It will be clear that jacks lower 
variable warehouse cost by reducing 
both the number of handlings and the 
number of steps. 


2. The high-lift platform truck and the fork 
truck. These devices are, like the jacks, 
lifting and transporting devices, and 
they can do anything the jacks can do 
and can thus further reduce the han- 
dlings and the steps. Unlike the jacks 
they are invariably power operated and 
have the capacity for lifting the load 
from the floor to any reasonable height 
in order to place it on the other loads, 
or in or on racks. Being able to pile load 
upon load, these machines also enable 
the warehouseman to use his cubage to 
advantage, which occasions lower oc- 
cupancy cost per unit of output. 

3. Racks and shelves. These can be dis- 
missed without description. It will suf- 
fice to note that they tend to reduce the 
distances (steps) in that when item B is 
stored over item A, both can be passed 
by either man or machine in half of the 


walk or ride distance that would be 
necessary otherwise. 


In summary, jacks, low lifts, high lifts, 
and fork trucks tend to reduce both 
fixed and variable expense. When care- 
fully chosen to fit the job best, such ma- 
chines can, when doing work to which 
they are adapted, reduce labor costs by 
up to 80 per cent and occupancy costs by 
from 25 to 50 per cent, depending upon 
the ceiling heights available. 


Layout or WAREHOUSE SPACE 


1. Assignment of space to merchandise. 
We have seen in Figures 2 and 3 that 
an optimum array of the merchandise 
according to its cost-making proclivi- 
ties tends to reduce time, effort and 
distance. 

2. Basic design for the use of space. Aside 
from the use of optimum array it will 
be apparent to clear minds that space 
also can be laid out to save both time 
and distance. Fig. 4 makes the point 
that distance (and therefore also time) 
is less when the worker is required to 
make his basic walk through the access 
aisles rather than the work aisles, as in 
Fig. 4. 


The scale and dimensions are illustra- 
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Ficure 4. Showing how order pick time and steps are 
reduced when the philosophy of order pick walking 
requires the order picker to make his basic walk through 
the “access” aisles rather than the work aisles. 
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tive only. But they show that basic 
walk “‘A”, skirting the work aisles, is 
greatly shorter than walk “B.” In using 
the former the warehouseman (1) takes 
the shortest walk which is increased to 
the extent required by the order itself 
rather than (2) taking the longest walk 
reduced only by the warehouseman’s 
judgment. 


CONCLUSIONS 


An article like this can go on and 
on.... This one is concluded by the 
following tabulation which shows the 
before and after figures for a wholesale 
grocer who moved from an old-fashioned 
warehouse and replaced old-fashioned 
warehouse methods with modern ways in 
a modern building. 




















Old New Resul 

Building Building a 
Floor space, sq. ft. 60 ,000 70,000 + 10,000 
Number of floors 5 I - 4 
Facilities, elevators I — _ I 
Spur, Number of cars I 8 + 7 
Dock, Number of trucks 3 14 _ 11 

Volume 100% 160% + 60% 

Warehouse force, men 42 17 _ 25 
Weekly work hours per man 48 40 - 8 
Annual payroll $114,400 $54,240 — $60,160 
Net savings, annual 60, 160 + 60,160 














DEVELOPMENT OF OPERATING STANDARDS 
FOR WHOLESALERS 


ALBERT B. FISHER 
U. S. Department of Commerce 


PuRPOSE OF OPERATING STANDARDS 


HE pressure of spiraling expenses dur- 
Tine recent years has undoubtedly in- 
tensified the wholesaler’s interest in im- 
proving his operating efficiency. To guide 
his efforts, standards of performance or 
manhour budgets should be developed 
for the various internal activities. Such 
standards should represent simply the 
quantities of work that could be ex- 
pected for each manhour expended. In 
short, they would be objective measure- 
ments of production—tools which man- 
agement could use to detect the weak 
spots in its operation. 

Operating standards are nothing new 
or mysterious. Every wholesaler uses 
some sort of standard or yardstick to 
judge the progress of his business. He 
constantly watches his sales, compares 
sales this year with sales last year, 
sales this month this year with sales the 
same month last year, etc. In evaluat- 
ing his internal operations he may re- 
late labor costs to dollar sales, sales to 
persons employed, orders, items filled 
or tons handled to manhours, etc. Or, 
frequently he may consider as standard 
the performance of some outstanding 
employee or group of employees. 

Helpful though these measures may 
be, they seldom tell the whole story and 
sometimes may actually be misleading. 
A comparison of labor costs to dollar 
sales over a period of time, for example, 
would be meaningless unless adjust- 
ments were made for changes in wage 
rates and prices. If two or more com- 
panies were compared on this basis, differ- 
ences in wage rates would have to be 
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accounted for; otherwise the comparison 
would not be a fair one. Standards based 
on sales per person ratios, orders or tons 
per manhour do not allow for differences 
in the character and makeup of the busi- 
ness. The tables below support this 
contention by showing how the use of 
three different yardsticks (sales, orders 
and items filled) can yield three entirely 
different indexes of operating efficiency. 
Tasie 1. Saces, Orvers, Irems FILLED AND Man- 


HOURS EXPENDED IN THE ACCOUNTING SECTION OF 8 
Wuo esaLe Dave Companies—4 WEEK Periop 


























Company ae 

Designa- Sales Orders ow — 
ee pended 
A 660,941 | 17,353 | 173,301 | 1290 
B 573,821 | 14,213 | 144,297 | 1264 
Cc 485,071 | 13,786 | 138,288 | 1391 
D 330,269 | 8,890 | 92,980 1136 
E 265,192 | 5,329 | 67,111 677 
F 193,628 | 7,942 | 67,517 | 742 
G 180,685 | 4,128 | 46,151 565 
H 97,319 | 4,136 | 27,614 | 240 

Average | 3 348,366 | 9,473 | 


94,657 913 





The use of an outstanding employee 
as a standard does not recognize differ- 
ences in human abilities, experience, 
interest, etc. An objective measure is 
therefore needed which eliminates these 
weaknesses. 


BASES FOR SOUND OPERATING 
STANDARDS 


In establishing operating standards 
two important conditions must be met: 
(1) the work units must be selected which 
most accurately measure performance 
and (2) reasonable time allowances must 
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TasBLe 2. SALEs pER MAnuour, Orvers per Manuour, Irems per Mannour AcruAL AND Per Cent 
or AVERAGE IN THE AccounTING SEcTION oF 8 WHOLESALE Dauc Companies—4 WEEK Periop 
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Per Cent of Average 
Company Sales per Orders per Items filled 

Designation Manhour Manhour per Manhour Sales per Orders per Items per 
Manhour Manhour Manhour 

A 512 13 134 134 130 129 

B 454 II 114 119 IIo 110 

C 349 10 99 gl 100 95 

D 291 8 82 76 80 79 

E 392 8 89 103 80 95 

F 261 II gI 68 110 87 

G 320 7 82 84 70 79 

H 405 17 11s 106 170 111 

Average 382 Io | 104 | 100 | 100 | 100 





be established for the handling of each 
work unit. Unless these conditions are 
met, the standards developed are mean- 
ingless. 


PrRocEDURE FOLLOWED IN DETER- 
MINING OPERATING STANDARDS 


The procedure outlined herein is one 
devised by the writer for use in develop- 
ing standards for wholesale druggists. 
As such, the forms used and some of 
the methods employed were “tailor 
made”’ for the drug trade. It is believed, 
though, that the basic technique used in 
gathering the necessary data and formu- 
lating the standards could readily be 
applied by any other trade. 

The internal operations of a whole- 
sale druggist can be broken down into 
the following broad phases. Each of these 
phases can be considered as an operating 
section for purposes of setting standards. 

Management (including general man- 
agement, sales management, credit man- 
agement and operations management) 

Accounting 

Buying 

Telephone Sales, Waiting Order and 
Order Control 

Invoicing (pricing, extending-adding 
and auditing customer invoices) 

Statistical (compiling sales statistics 


and preparing salesmen’s reports) 

Adjustment (handling claims and ad- 

justments) 

General Clerical and Stenographic 

Office, Special 

Order Assembly (filling orders, check- 

ing, packing and shelf replenishment) 

Receiving 

Shipping 

Other Warehouse 

The writer conducted a survey of 

seven drug wholesalers to determine (1) 
the distribution of manhours in each 
operating section and (2) the number of 
various work units handled or produced 
during the period of study. 

Manhour and work unit data were 

collected in the following manner: 

1. Each worker performing any duties 
in the section under review was 
furnished a supply of ““Time Dis- 
tribution Sheets” at the beginning 
of the period. Each sheet covered 
the work of one day. 

2. On the Time Distribution Sheets, 
each hour was divided into four 
parts, each representing fifteen 
minute periods. Worker recorded 
the time spent on different activi- 
ties in the section by drawing a hor- 
izontal line through the periods 
worked. 
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3. At the end of the day, the worker 
totaled the number of hours and 
fractional hours spent in each ac- 
tivity and entered the figures in the 
“Total Hours Worked” column. 
The total number of hours worked 
was thus accounted for, including 
overtime hours. 

4. In some sections workers were 
asked to tally certain work units 
handled during the period, such as 
orders typed, telephone calls, etc. 
In other instances work units were 
accumulated by an NCR analysis 
machine (orders and invoice lines 
filled), by consecutive numbered 
series (checks issued, orders regis- 
tered) or by actual count of oper- 
ating records at the end of the sur- 
vey period (cases received, items 
ordered, etc.) 

5. A recap sheet was prepared sum- 
marizing the “Time Distribution 
Sheets” and showing the total 
number of work units handled dur- 
ing the period. 

A Copy of the Time Distribution 
Sheet used to analyze the Accounting 
Section is shown on page 200. 

The time spent in each activity was 
related to its appropriate work unit (or 
units). On the basis of reports received 
from the participating companies a stand- 
ard manhour allowance was selected for 
each work unit. 


EXPLANATION OF OPERATING STANDARDS 


Several yardsticks had to be used to 
evaluate performance in each of these 
sections because a work unit which ac- 
curately measured production in one 
section was meaningless as a measure of 
work in another. The Accounting Sec- 
tion, for example, handles orders, cus- 
tomer remittances, accounts payable, 
payroll checks, etc. The Invoicing Sec- 


tion handles invoice lines. The two sec- 
tions, therefore, require different yard- 
sticks. 

One operating section may require the 
use of more than one yardstick simply 
because the work is not homogeneous. 
This is especially true in the Buying and 
Accounting Sections as will be shown 
later. 

1. Management. It is probably safe to 
say that there can be no standard estab- 
lished for managerial activity simply be- 
cause it cannot be accurately measured. 
It was therefore decided to allow actual 
manhours as standard for such execu- 
tives as (1) the general manager, (2) the 
sales manager, (3) the credit manager, 
and (4) the operations manager. 

2. Accounting. The work of the Ac- 
counting Section in the houses studied 
could be broken down into the following 
activities: 














Approx. 
Distr. 
of Time 
a) Accounts Receivable Posting and Book- 
keeping 40% 
b) Accounts Payable Posting and Book- 
keeping 20% 
c) Cashiering 13% 
d) Payroll Accounting 1% 
e) General Accounting 20% 
Total Accounting 100% 





a) Accounts Receivable Posting and 
Bookkeeping. The best measure for 
this work is the number of debit and 
credit postings made. However, 
there appeared to be a very close 
relationship between the number 
of orders handled and the number 
of postings; therefore, orders han- 
dled was used as a work unit. 

b) Accounts Payable Posting and Book- 
keeping. Payables clerks handle 
suppliers’ invoices, post debits and 
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d) 


credits to accounts payable, pre- 
pare payments to suppliers, etc. 
The number of payables postings is 
probably the best measurement 
unit. It was found, however, that 
the number of checks issued gave a 
satisfactory yardstick for the work. 
Since the number of checks issued 
can easily be obtained from pre- 
numbered checkbooks, it was used 
as a work unit. 

Payroll Accounting. There was a 
definite relationship between the 
number of payroll checks issued 
and the time spent in this activity. 
Those houses which paid their em- 
ployees twice monthly or bi-weekly 
spent less time preparing payrolls 
than those paying weekly. The 
number of payroll checks issued was 
therefore the best measure for this 
activity. 

It was noted that the time allow- 
ance per payroll check issued and 
per payable’s check issued were 
about the same. Therefore, ac- 
counts payable and payroll work 
were combined for purposes of set- 
ting a standard and one measure- 
ment unit—/otal number of checks 
issued—was used. 

Cashiering. The cashier handles 
customer remittances, either cash 
settlements for open accounts or 
C.O.D. receipts. The number of 
cash remittances handled, there- 
fore, served as the best work unit 
for this phase of accounting. 

General Accounting. Because of the 
variety of duties performed by the 
Accountant and his assistant, the 
so-called general accounting ac- 
tivity was difficult to tie in with a 
specific work unit. To a certain 
extent, the time spent closing the 
books and preparing financial state- 
ments is fairly constant regardless 


of the size of the business. But 
somewhat more general accounting 
time is required in larger companies 
because of additional journal en- 
tries, etc. Perhaps the most satis- 
factory measure for this work is the 
number of active accounts served. 
(An active account was defined as a 
customer whose average monthly 
purchases amounted to at least $50 
over the previous six months. Fur- 
ther requirements were that he had 
to be contacted regularly by the 
company’s salesmen or telephone 
sales clerks.) 

This work unit is admittedly 
rough but probably satisfactory. 
In setting the standard, a gradu- 
ated allowance was established 
since it was found that a company 
with 1,000 active accounts did not 
spend twice the time in general 
accounting work as one with 500. 

3. Buying: The Buying Section work 
consists of: 














Approx. 

Distr. 

of Time 
a) Buying and Ordering 40% 
b) Stock Counting 30% 
c) Stenography 15% 
d) Purchase Invoice Routine 15% 
Total Buying 100% 





a) Buying, Ordering. Buyers perform 
a variety of duties such as inter- 
viewing, reviewing stock cards, or- 
dering, making price changes, an- 
swering inquiries, reviewing mail, 
etc. In a general way the number of 
items stocked' fairly well measures 
their work. Companies with few 


1 An item is merchandise which differs in some re- 
spect from any other merchandise. Each item listed on 
the stock records was considered as an item stocked. 
An item carried in more than one location in the ware- 
house was still considered as one item stocked. 
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b) 


items require fewer buyers than 
companies with more items. Fur- 
thermore, the number of items 
stocked measures the responsibility 
of buyers. The more items stocked 
the more time required to control 
inventories, maintain proper turn- 
over and keep aged merchandise at 
a minimum. 

It was found that the number of 
items stocked did not bear a direct 
relationship to the buying time. 
Buyers in larger companies handled 
fewer items per manhour than 
those in smaller companies. This is 
due to the greater portion of time 
spent by buyers in large companies 
interviewing, purchasing promo- 
tional merchandise and answering 
inquiries. Merchandise carried in 
smaller companies is more or less 
staple and the buyers act more in 
the capacity of requisition clerks 
than buyers. 

Stock Running (counting). The best 
measure of production for stock 
running is the number of items 
counted.2 From the standpoint of 
stock counting, items in large 
houses differ from items in small 
houses because of the differences in 
physical volume of stock carried. A 
small house may carry 100 cases 
of an item and a large house soo. 
Because of these differences it 
would require more stock counting 
time per item in the large house 
than in the small one, especially if 
some of the stock had to be stored 
in more than one location as is com- 
mon among large houses. Physical 
volume per item stocked therefore, 


2 Since some items are counted more than once a 
month, the item counted seems to be a better measure 
for the inventory clerk’s job than the item stocked. The 
range of monthly counts per item stocked among the 
companies studied was 1.0 to 1.7. 


c) 


should be considered when using 
the number of items counted as a 
work unit. 

Perhaps the best measure of 
physical volume of each item 
stocked is the average dollar value, 
which can be computed by dividing 
the total value of the inventory by 
the number of items carried in 
stock. Among the companies stud- 
ied, this ranged from a low of 
$21.60 to a high of $63.00. 

A definite relationship appeared 
between the average value of each 
item stocked and the number of 
items which could be counted per 
manhour. This relationship was not 
a direct one, since between 20 and 
25 per cent of the inventory clerk’s 
time was spent in activities other 
than stock counting, such as check- 
ing receiving records against stock 
cards, computing sales, reviewing 
stock requisitions, etc. For this 
reason, a graduated standard was 
developed using items counted and 
the average value of items stocked. 
Buying Stenography and Purchase 
Invoice Routine. These activities 
were grouped together because one 
work unit measured them both. 
The Buying Steno types items 
ordered. The purchase invoice clerk 
audits prices and extensions of 
items received (which closely ap- 
proximates the number of items 
ordered over a month’s period). 
True, each of these persons per- 
forms additional duties which are 
not directly related to the number 
of items ordered. But approxi- 
mately % of their work was found 
to be associated with items ordered. 
The other 4 was of a miscellaneous 
nature which could not be meas- 
ured by any one work unit. 


- 4. Telephone Sales, Waiting Order and 
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Order Control. These activities were 
combined for purposes of setting stand- 
ards because the same persons often 
take part in some or all of them, espe- 
cially in smaller companies. Telephone 
clerks for example, may handle waiting 
orders, copy country mail orders, pre- 
pare labels, etc. The Waiting Order 
Clerk may help handle incoming phone 
calls. 

a) Telephone sales work involves call- 
ing designated customers and typ- 
ing phone orders, taking incoming 
phone orders, copying manufac- 
turer representatives’ “turnover 
orders,” etc. 

b) Handling waiting orders consists of 
writing up waiting and employee 
orders at the waiting order counter 
and releasing assembled orders to 
customers. It may or may not in- 
volve the acceptance of cash pay- 
ments for waiting and _ will-call 
orders, depending upon the com- 
pany practice. 

c) Order control includes typing coun- 
try orders and additions to orders 
mailed by customers, attaching 
back orders, registering orders, 
checking off the register, scanning, 
preparing labels, drawing off back 
orders and direct orders on special 
forms, etc. 

The distribution of time among these 
activities varied considerably among the 
companies studied depending upon the 
proportion and nature of country busi- 
ness. A relatively large country business 
requires a relatively small staff of tele- 
phone sales clerks but usually a large 
staff of order typists to copy customer 
mail orders, since these do not often come 
in in the form which can be readily filled. 

Each of the above activities could be 
measured by its own work unit. For ex- 
ample, telephone sales work is measured 
by the number of city phone orders 


handled, adjusted for the average number 
or order lines per order. Scanning is 
measured by the total number of order 
lines scanned. It was found, however, 
that the number of orders handled (ad- 
justed for the average number of invoice 
lines per order) served as a representa- 
tive and satisfactory work unit for this 
whole group of activities. In other words, 
whether the company secured its busi- 
ness from city or country customers, the 
number of manhours employed in the 
Telephone Sales, Waiting Order and 
Order Control Section was closely re- 
lated to the number of orders handled. 

On the other hand, it was found that 
the number of orders handled was not a 
satisfactory work unit for measuring the 
efficiency of each of these activities sep- 
arately. When they were combined, 
orders handled seemed to prove satisfac- 
tory. 

5. Invoicing. The Invoicing Section 
performs essentially three operations in 
preparing customers’ invoices; (1) pric- 
ing, (2) extending-adding and (3) audit- 
ing prices and extensions. An additional 
operation—preparing C.O.D. collection 
forms—may be performed in this Section 
or by general clerical or order control 
personnel. 

Pricing, extending-adding and audit- 
ing can all be related to the number of 
items filled (sometimes called invoice 
lines or line extensions). A separate 
standard was established for each of 
these three operations, but only for pur- 
poses of determining the relative number 
of workers required for each operation 
for a given number of items filled. 

The work involved in preparing C.O.D. 
collection forms can be related to the 
number of C.O.D. orders handled since 
one form is prepared for each such order. 
An allowance had to be made for this 
work since the proportion of C.O.D. 
orders to total orders varied tremen- 
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dously among the companies studied. 

6. Statistical. Statistical Section ac- 
tivities consist of: (a) coding sales (b) 
tabulating sales and (c) recapping and 
preparing salesmen’s reports. 

a) Coding Sales. This work involves 
the proper classification of each 
item or line extension sold. Coder 
merely pencils a number after each 
item sold at the extreme right hand 
side of the order sheet. Such work is 
accurately measured by the num- 
ber of items filled. 

b) Tabulating. The tabulating opera- 
tion involves the accumulation of 
sales statistics, either by peg board 
method or by an NCR analysis 
machine. Since each line extension 
is tabulated, the number of items 
filled was considered as the best 
measurement unit. 

c) Recapping and Preparation of Sales- 
men’s Reports. This work is usually 
done by statistical clerks, coders or 
tabulators. Recapping includes the 
accumulation of data from the 
daily and cumulative worksheets. 
It might be combined with tabu- 
lating for purposes of setting stand- 
ards, although the time required for 
the operation bears little relation- 
ship to the number of items filled. 
Instead, it is dependent upon the 
number of salesmen’s reports pre- 
pared. A manhour allowance was 
therefore given for each salesman’s 
report prepared. 

7. Adjustment. Adjustment Section 
activities consist of: (a) looking up origi- 
nal charges, (b) preparing credit memos 
and correspondence, (c) pricing credit 
memos, (d) adjusting claims and (e) 
other Adjustment Section activities. 
More simply, the work can be broken 
down into the actual clerical phase of 
looking up original charges and prepar- 
ing credit memos and the adjustment 


phase of passing on claims. 

The work unit most accurately meas- 
uring the clerical phase is the number of 
charges looked up (charge look-ups). The 
work of the adjustment clerk is measured 
by the number of credit memos issued. 

8. General Clerical and Stenographic. 
Work performed in the General Clerical 
and Stenographic Section consists of: 

1. Clerical work for the house man- 
ager, sales manager, credit man- 
ager and operations manager. 

2. Switchboard operation 

3. Mail and file work 

4. All other general office 

It is readily apparent that most of the 
work performed in this Section defies 
precise measurement because of its mis- 
cellaneous nature. Certain jobs, such as 
mail-file can be related to the number 
or orders handled. Switchboard opera- 
tion can be measured by the number of 
incoming, outgoing and _ intra-house 
phone calls handled. However, this job 
is more or less fixed in that someone 
must be assigned to the board regardless 
of the number of calls handled, even 
though some additional work may be 
assigned the switchboard operator to 
“take up the slack.” For this reason it 
does not appear worthwhile to set a 
standard for the Switchboard Operator 
as such. 

The amount of all other general cleri- 
cal work performed is dependent some- 
what on the size of the company which 
in turn can be measured by the number 
of active accounts served. 

It is realized that certain jobs must be 
performed in small and large companies 
alike; i.e., correspondence, miscellaneous 
reports, etc. For this reason, a graduated 
standard was suggested, based on the 
number of active accounts served. 

9. Office Special. This includes any 
miscellaneous work which cannot be 
classed under any of the above sections 
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or work which occurs at irregular inter- 
vals, such as typing inventory, handling 
display room, etc. Because of the nature 
of the work, actual manhours were al- 
lowed as standard. 

10. Order Assembly. Order Assembly 
can be divided into three main phases: 
(a) order picking, shelving and super- 
vision (b) checking and (c) packing. 
Shelving (ordering stock from full-case 
storage and placing on shelves) was in- 
cluded with picking, since pickers often 
perform this operation. Supervision was 
combined with picking, because the su- 
pervisor or foreman (in smaller houses at 
least) frequently helps to fill orders in 
periods of heavy volume or whenever 
bottlenecks occur along the assembly 
line. Full-case handling is a small part 
of order assembly operations in this 
trade and was therefore combined with 
picking, shelving and supervision. 

The most practical work unit for meas- 
uring order assembly activities seems to 
be the number of items filled. The num- 
ber of orders handled is not a good work 
unit, since orders vary in the number of 
items they contain, both among houses 
and in various periods of the year. The 
average number invoice lines per order 
in the houses studied, for example, 
ranged from 6.7 in one house to 12.6 in 
another. 

Since the Order Assembly Section in- 
cludes between 35 and 45 per cent of the 
inside employees in a wholesale drug 
establishment, a separate standard was 
developed for picking, checking and 
packing. This enables management to 
determine the relative number of work- 
ers or manhours in each job classification 
required per given number of items filled. 

11. Receiving. Receiving activities in 
this trade break down into (a) full case 
receiving and (b) mixed case receiving 
The best basis for measuring receiving 
work is the number of packages handled. 


Since it was found that a mixed case re- 
quired considerably more time to handle 
than a full case (because it must be un- 
packed, contents counted, and checked 
off on the receiving record), separate 
manhour allowances were established for 
full and mixed cases. 

12. Shipping. Shipping operations con- 
sist of sorting and assembling packages 
by trip or common carrier, preparing the 
necessary delivery or shipping papers 
and finally checking the packages out to 
the driver. These activities are generally 
broken down into (a) handling city de- 
liveries and (b) handling country ship- 
ments. 

The best work unit for city shipping is 
the number of city packages handled. 
There is no relationship between the city 
dollar sales and the number of city pack- 
ages due mainly to differences in delivery 
practices among houses. A firm giving 
daily deliveries would handle smaller 
orders and therefore more packages per 
dollar sales than one giving two or three 
deliveries a week. 

The number of city deliveries can be 
used as a work unit instead of city pack- 
ages if allowance is made for the average 
number of packages per delivery. This 
allowance must be made since the aver- 
age number of packages per delivery 
ranged from 3.7 to 7.1 among the houses 
studied. The average number of pack- 
ages per delivery can be determined on a 
sample basis. 

For country shipping the best work 
unit is the number of country packages. 
By making proper allowance for the size 
of shipment, i.e., the average number of 
packages per shipment, the number of 
country shipments can serve just as well. 

13. Other Warehouse. This is a catch- 
all for such work as repackaging, ware- 
house maintenance, handling returned 
goods, etc. Since it amounted to less than 
four per cent of the total manhours ex- 
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pended in internal operations, and since 
no work unit could be found to measure 
the activity, actual manhours were al- 
lowed as standard. _ 


THE OPERATING STANDARDS 
REPORT 


After the standard was established for 
each section an Operating Standards Re- 
porting form was designed for manage- 
ment’s use in evaluating the performance 
of each section. The form, when properly 
filled out, furnishes a concise comparison 
between actual manhours expended and 
standard manhours required. It also re- 
veals the dollar savings from better than 
standard performance or the dollar losses 
due to inefficiency. 

A specimen copy of the Operating 
Standards Report is appended to this 
article. It consists of: 

a) The top section, showing the work 
units handled or produced during 
the reporting period. These work 
units are used to compute the 
standard manhours required for 
each section. 

b) The manhours expended and the 
equivalent number of persons in 
each operating section. 

c) The corresponding standard man- 
hours and the standard number of 
persons each section should require 
based upon the number of work 
units handled and the manhour al- 
lowance for each work unit. 

d) The Operating Index for each sec- 
tion; i.e., the relation between 
standard and actual manhours. 

e) The payroll portion of the report 
reflects dollar gains or losses for 
each section based upon operating 
efficiency. 


PREPARING THE OPERATING 
STANDARDS REpoRT 


Detailed instructions were then is- 


sued to assist management in preparing 
the report. Such reports were intended to 
cover four-week periods, but could cover 
longer periods if desired. It was felt that 
periods shorter than four weeks would 
not be of sufficient length to base action, 
since the volume of work in this trade 
fluctuates from day to day and from 
week to week. 


INTERPRETATION OF OPERATING 
STANDARDS REPORTS 


As a tool for management, the Operat- 
ing Standards Report is invaluable. In 
the sample report shown here, some im- 
portant observations and recommenda- 
tions can be made: 

1. The Accounting Section is the only 
section showing a slight money gain 
from better than standard perform- 
ance. However, the presence of 
sixty hours overtime during the peri- 
od has reduced this dollar gain to $29. 

2. A total of $1819 was lost during the 
reporting period due to lower than 
standard operations. This represent- 
ed the pay of approximately ten 
workers in excess of standard require- 
ments. 

3. The largest single loss was centered 
in the Picking, Shelving and Super- 
vision Section in the warehouse. This 
section is operating with two persons 
in excess of standard requirements. It 
is highly possible that the flow of 
orders is uneven causing idleness es- 
pecially during the early morning 
hours. If pickers are located at specif- 
ic work stations care should be taken 
to balance the work load at each 
station. 

4. The Telephone Sales, Waiting Order 
and Order Control Section is employ- 
ing almost three more persons than 
standard operations would require. 
This excess personnel has resulted in 
a loss of $404 during the period. It 
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GPERATING STANDARDS REPORT 


PERIO0: FROM 4 10 April 30 
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A short summary of instructions for preparing the Operating Standards Re- 
port is given below: 











Column 
on Column Heading Method of Computation 
Report 
(Work Unit Section at top of Re- | The number of each work unit handled or produced during the pe- 
port) riod is entered in the top portion of the report. These data are com- 
piled from operating records or actual counts. 

D Paid Straight-Time Manhours Actual straight-time manhours spent by each employee allocated 
to sections in which employed during the period. Obtained from 
time cards or payroll register. 

E Paid Overtime Manhours Overtime spent by each employee allocated to section in which 
overtime was worked. Obtained from time cards or payroll register. 

Total Paid Manhours Column D+Column E., 

G Standard Manhours Work unit(s) handled by section as reported at top of form ~+al- 
lowance per manhour. 

H Learner, Vacation Allowance Learner Allowance calculated from table which shows manhour 
credits, by jobs, based on number of weeks experience in job. Va- 
cation allowance=manhours on vacation during the reporting 
period. 

I Standard Manhours, Total Column G+Column H. 

B Equivalent Number of Paid Per- | Column F + 160 (assuming the reporting period is four forty hour 

sons work weeks.) 
C Equivalent Number of Standard | Column I+ 160 (assuming the reporting period is four forty hour 
Persons work weeks) 

J Operating Index: Column I+Column F. 
Total Standard+Total Paid 
Manhours 

k Straight-Time Wages, per Hour | Calculated quarterly as an average of the wage rates paid each 
person in the Section, weighted by the number of hours he works 
in the Section. 

L Straight-Time Wages, Amount | Column DXColumn K. 

M Total Wages Column L plus (EX14XColumn K). (The factor, 1} represents 





Standard Wages 


Gain or Loss: 
Standard Minus Total Wages 


the overtime rate of pay.) 
Column I1XColumn K, 
Column N—Column M, 
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is highly possible that the work load 
is not properly distributed in the sec- 
tion. It is known that most customers 
cannot be called until after 9:30 a.m. 
and it is possible that each telephone 
sales clerk is idle during the first hour 
or two each morning. If this is true, 
telephone sales clerks should assist in 
handling mail orders until the time 
they begin their calls. In return, one 
or two order control personnel could 
be trained to handle incoming tele- 
phone calls later in the day, after 
clerical work has been completed on 
mail orders. In this way it should be 
possible to reduce the number of per- 
sons in the section. 


. Because of the differences in the 


number of personnel employed in the 
various operating sections, a section 


with a high operating index might 
show a greater money loss than one 
with a lower operating index. (Exam- 
ples are the Picking, Shelving and 
Supervision Section and the Invoic- 
ing Section.) It is important, there- 
fore, to center attention on the 
money gain or loss column—Col- 
umn O. 


6. Overtime in the warehouse amounts 


to twice that in the office, even 
though the total standard manhour 
requirements for the two groups are 
approximately the same. Since the 
penalty for such time is 1} the 
straight-time hourly rate, analysis 
should be made of the causes of over- 
time in both the office and ware- 
house, but especially the warehouse. 
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IMPORTANCE OF HANDLING COSTS IN 
WHOLESALE INDUSTRIES 


HERMAN C. NOLEN 


Vice President, McKesson & Robbins, Incorporated; 
Formerly Professor Business Organization, Ohio State. University 


ric no single problem presents 
as many difficulties to wholesalers as 
does the problem of handling costs. It is 
so interwoven with all other aspects of 
wholesale operation that to solve the 
problem of handling costs, one must 
solve practically all other phases of 
wholesaler operation. It is only when a 
wholesale establishment as a whole is 
working efficiently that handling costs 
are in line. Poor performance in any 
area is likely to cause handling costs to 
rise to the point where they seriously 
endanger net profits. 


Wuy Hanp.uinc Costs ARE IMporTANT 


To most wholesalers the most impor- 
tant reason why handling costs are so 
important is that wholesalers operate on 
narrow margins. They have small gross 
margins as compared with manufac- 
turers and retailers and in most instances 
a much smaller net profit. Net profits of 
I or 2 per cent are the rule in most 
wholesale industries and net profits of 
even less than I per cent are not uncom- 
mon with certain types of non-service 
wholesalers. The gross margins of service 
wholesalers usually run approximately 
one-half or less of the gross margin of re- 
tail distributors-of the same products. 
When operating on such close margins, it 
is obvious that any change in handling 
costs will greatly affect net profit. It is no 
small wonder that wholesalers are 
greatly concerned by anything which 
pushes down their gross margin or which 
increases their operating expenses. 


are so important to wholesalers is that 
they are in competition with alternative 
methods of distribution and whenever it 
costs more to distribute through a 
wholesaler than through some other 
form of distribution, the wholesaler as 
such is apt to find his services less sought 
after. For example, if manufacturers feel 
that they can get better distribution at 
lower costs by going directly to the re- 
tailer or to the consumer, they are likely 
to do so to the detriment of wholesalers. 
The same type of competition is true to 
a certain extent among wholesalers 
themselves. If the handling costs or 
operating expenses of service whole- 
salers make it cheaper for the manufac- 
turer to utilize functional distributors, 
they will probably use the latter. Whole- 
salers are also in competition with co- 
operative distributors of one type or 
another. It is obvious that any change in 
the operating expenses of any type of 
wholesaler is apt to affect not only his 
profits but his very existence. 

A third reason for the importance of 
handling costs to wholesalers is in the 
control of selling operations. When a 
wholesale distributor knows his handling 
costs, he is in a position to establish 
standards which can be utilized to good 
advantage in controlling his sales ac- 
tivities. Handling costs are a useful guide 
in controlling activities of this nature 
and most successful wholesalers utilize 
them. 

A fourth reason for the importance of 
handling costs is that a knowledge of 


A second reason why operating costs ~ these costs helps in the sound determina- 
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tion of sales policies. Obviously sales 
policies must be predicated upon a thor- 
ough knowledge of the costs involved in 
various alternatives. 

A fifth and final reason for the impor- 


— tance of handling costs is that they are so 


directly affected by the changes of any 
one cost factor. For example, in many 
wholesale industries a slight change in 
transportation charges may completely 
upset the operation of certain whole- 
salers. It may wipe out the markets of 
one and make it possible for new dis- 
tributors to sell in other markets. In 
many types of service wholesale opera- 
tions, such as grocery, drug, and hard- 
ware, payroll costs are a very important 
item. Among service drug wholesalers, 
for example, payroll costs are approxi- 
mately two-thirds of all operating ex- 
penses. A 15 cent an hour wage increase 
may change a profitable operation to a 
losing one over night. Another cost item 
which materially affects the net profit of 
wholesaling is that of delivery. A change 
in frequency of deliveries may so affect 
operating expenses that profits are wiped 
out. For example, a change from two or 
three deliveries a week to daily deliveries 
may lower the average size of the order 
or the average line extension! to the 
point where overall operating costs are 
moved up considerably. For example, in 


one of our Midwestern cities, in the year 
1948, a full service wholesaler changed 
from three deliveries per week to daily 
deliveries resulting in this firm shifting 
almost over night from a very profitable 
operation to a losing operation. The 
average line extension dropped approxi- 
mately 30 per cent as a result of this 
delivery change. Persons who operate 
wholesale establishments are frequently 
faced with situations of this kind due to 
a change in customer purchasing habits 
or because some competitor altered his 
distribution policies, without taking full 
cognizance of the results which are likely 
to occur. 

Another item of costs which changes 
materially from time to time is that of 
extension of credit and bad debt losses. 
During periods of prosperity such ex- 
penses may be relatively negligible but 
in time of business stress they may rise to 
a point where they wipe out all net 
profit. 


Wuart 1s Meant BY HanpDLInc Costs 


Before the importance of handling 
costs can be appraised accurately, it is 
essential to know just what is included in 
the term handling costs. Frequently the 
term is used loosely and as a result is 
subject to several interpretations. One 
may lock at handling costs in a very 


1 The term “line extension” means unit of sale. The line extension is the extended price on each line of an order. 
For example, the line extensions on the following order are $1.20 $10.00 and $3.80 respectively. The average line 
extension for the order is $5.00 (the sum of $1.20, $10.00 and $3.80 divided by 3, the number of lines on the order.) 


ABC Company 


New York City 
to—Sample Drug Store 





New York City 
Lines Quantity Unit Item Price Extension 
Line 
Extension 
I 3 Doz. Infant Syringes—Small 2.40 1.20 
2 I Doz Blank Cod Liver Oil—Pint 10.00 10.00 
3 I Doz. John Doe’s Ointment—Small 3.80 3.80 


$15.00 
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narrow way and, on the other hand, one 
may take a very broad view of handling 
costs. In its narrowest sense handling 
costs would include only the expenses 
involved in those functions which have 
to do with physical handling of mer- 
chandise. Such a definition would in- 
clude only handling costs, warehouse 
payroll, delivery expenses, costs of box- 
ing and packaging, storage costs, and 
incoming transportation expenses. How- 
ever, for the purpose of this article the 
writer has chosen to take a much broader 
view of handling costs and gives these an 
interpretation very similar to that of 
operating expenses. Such a broad defini- 
tion would include virtually all expenses 
involved in operating a wholesale estab- 
lishment. It would include all items 
usually found on a profit and loss state- 
ment except the discount allowed cus- 
tomers. Most wholesalers would exclude 
discounts to customers as an expense of 
doing business. The term would include 
warehouse payroll, delivery, storage, 
shipping and packing, salesmen’s com- 
pensation and travel expenses, sales 
management expenses, advertising, ex- 
pense of preparing catalogs, price lists 
and circulars, entertainment expenses, 
samples, office payroll, management pay- 
roll, executive travel and other similar 
expenses, telephone and telegraph ex- 
penses, stationery, printing, office sup- 
plies, postage, legal, and audit expenses, 
licenses and permits, donations, sub- 
scriptions and dues, group insurance, 
unemployment and pension taxes, em- 
ployee retirement, miscellaneous general 
expenses, insurance, depreciation, light, 
heat and power, rent, amortization of 
improvement to leased properties, main- 
tenance and repairs, and taxes excluding 
federal income. This broad definition is 
frequently labeled operating cost rather 
than handling cost although many per- 
sons use the two interchangeably. 


ANALYzING HANDLING Costs 


Because of the importance of handling 
costs, wholesalers have use for several 
different forms of handling cost analysis 
in their business. They are interested in 
handling costs in order that they may 
take action to keep such expenses at a 
reasonable level. Specifically most whole- 
salers are interested in the following 
types of handling cost data: 

1. What it costs to distribute a specific 

item, deal or promotion. 

2. What it costs to distribute a sup- 
plier’s line of goods. 

3. What it costs to distribute goods in 
different types and sizes of orders. 

4. What it costs to distribute broken 
case quantities, full case quantities, 
shelf cartons, and broken carton 
quantities. 

5. What it costs to serve specific 
customers or classes of customers. 

6. What it costs to operate merchan- 
dise departments. 

7. What it costs to perform specific 
functions or operations within a 
business incident to the overall 
function of distribution. 

8. What handling cost trends are de- 
veloping. 

In general the wholesaler makes a 
profit because his cost of distribution is 
less than his gross profit. When his cost 
approaches his gross margin, then his net 
profit tends to disappear. The factors, 
then, which determine the profitability 
of an item, a line, a department, an 
order, or a customer are: 

1. Gross margin from supplier or 

manufacturer. 

2. Discount to customer. 

3. Cost of selling and handling. 

4. The unit of sale or line extension. 


Should the gross margin be inade- 
quate, the customer discount too great, 
the expense of handling too high, or the 
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line extension too low—the wholesaler 
would operate at a loss. On the other 
hand he would operate at a profit if the 
reverse were true. Should the gross mar- 
gin be ample, the customer discount 
reasonable, the handling cost low, and 
the line extension adequate, a profit re- 
sults. Therefore, wholesalers are inter- 
ested in each of the above four items 
when studying the cost and profit pic- 
ture in any of the eight cost problems 
just previously mentioned. 


Cost to DisTrIBUTE SpeciFic LINES 
or ITEMS 


It is desirable for the wholesaler to 
know what it costs him to distribute 
specific lines or commodities in order 
that he may determine whether such 
lines or commodities are being dis- 
tributed at a profit to himself. On many 
items the wholesaler makes a profit be- 
cause the costs to distribute them are less 
than the gross profit he realizes. On some 
lines the costs to distribute exceed the 
gross profit. He should know what his 
costs of handling all major lines have 
been in order that he may operate his 
business in an economically sound man- 
ner. 

Due to the service nature of the whole- 
sale business it may not always be pos- 
sible to realize a net profit on every com- 
modity distributed. The unprofitable 
lines should, however, be reduced to the 
very minimum. Manufacturers have fre- 
quently expressed the desire to remuner- 
ate their wholesalers in a manner so as 
to cover efficient distributing costs plus 
a reasonable profit. 

It is not proposed that wholesalers 
operate on a cost basis. The fair com- 
pensation to a wholesaler for distributing 
commodities is the value of the service 
he renders irrespective of cost. Econom- 
ically sound wholesale distribution may 
prevail only when the past costs, to 


efficiently distribute specific lines or com- 
modities, are known to the manufac- 
turers and wholesalers. If a commodity 
has any place in the distributive system, 
it should be able to carry its necessary 
costs of distribution when such distribu- 
tion is economically and efficiently done 
by wholesalers and distributors. 


Cost or DIFFERENT SIZED ORDERS 


One of the problems which has plagued 
all distributors is that of the small order 
or the order which is composed of such 
small individual items that the cost to 
fill and deliver it exceeds the gross profit 
realized on it. Some customers provide 
small orders because their own volume of 
business is small or because they do not 
concentrate their purchases on the mini- 
mum number of suppliers. There will, no 
doubt, always be some retailers who will 
remain small because their trading area 
is not sufficiently large to provide a 
larger volume. These customers will have 
to be served whether they can give 
profitable orders or not. Some of these 
can possibly be persuaded to concentrate 
their buying in fewer large orders. Some 
customers have developed a policy of 
frequent hand-to-mouth buying that 
results in very uneconomical wholesale 
distribution. The 1/12th and 1/6th of a 
dozen customer is an expensive one in 
most wholesale industries. This is a 
policy which may be hard for the whole- 
saler to correct, but every effort should 
be made to correct it. 

The reason that small orders are un- 
profitable is that there are certain whole- 
sale distribution costs that are just as 
high for a small order as for a large one. 
These minimum fixed costs per order 
cannot be covered by gross profit unless 
the order is of a certain minimum size. 
What the size is depends on the circum- 
stances in particular cases, but each 
wholesaler should know the approximate 
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profitable minimum order for delivery 
and should make every effort to bring as 
many: as possible of his orders up to the 
minimum. 


Cost To DistriBuTE FuLL CASES 


The cost of distributing in full case 
quantities is usually considered to be less 
than the cost of distributing in broken 
case quantities. However, it can only be 
more economical if wholesalers incur 
fewer expenses or if they secure a larger 
line extension on full cases. 

There can be very little difference in 
the actual expense of handling a full case 
as compared to that of handling a broken 
case at the same line extension, as very 
few operations are eliminated. The sell- 
ing expense, invoicing, delivery, credit, 
and general overhead are the same per- 
centagewise. There is some warehouse 
saving, as packing is done away with, as 
well as some checking and picking costs. 
A study” has shown that such expenses 
average about four cents a line less for 
full cases. In this instance, if the line ex- 
tension is four dollars, the savings is 
about one per cent. If the line extension 
is eight dollars the savings is one-half of 
one per cent. This would appear to indi- 
cate that the principal value of selling in 
full cases results from the higher line 
extension which generally accompanies 
such sales, and that, of course is a most 
important factor. 


Cost To SERVE CUSTOMERS 


Some customers served by wholesalers 
are being served at a profit to the whole- 
salers, some are not. There is always a 
hope on the part of the wholesalers that 
their unprofitable customers will some 
day become profitable. This is a hope 


2 See Wholesale Drug Commodity Handling Costs 
(1948), Bulletin No. 38. The National Wholesale Drug- 
gists’ Association, 330 West 42nd Street, New York 18, 
New York. 


that is not always realized. Many cus- 
tomers are so badly located or are such 
poor managers that it will always be rela- 
tively unprofitable to serve them. When 
this is found to be the case, the whole- 
saler can only adjust his policies and 
methods of serving them so as to reduce 
his losses from such service to the mini- 
mum. In a few cases the wholesaler can 
assist the customer to develop his own 
business to the point where he himself 
can operate profitably and where the 
wholesaler can serve him profitably. In 
some cases this may be accomplished by 
a change in the customer’s purchasing 
policy such as concentrating his pur- 
chases on a smaller number of suppliers 
or by planning his purchases more intel- 
ligently so as to reduce the cost of servic- 
ing him. 


DEPARTMENTAL Costs 


Departmental profit or loss is not as 
significant as it is sometimes regarded, 
particularly for the conventional de- 
partmental classifications used in most 
wholesale trades. The reason for this is 
that departmental classifications appear 
to be none too well standardized and that 
within departments there are greater di- 
versities in commodity costs than be- 
tween departments as a whole. There are, 
however, some wholesalers who carry de- 
partments not necessarily related to con- 
ventional distribution in the trade. When 
such departments exist, it is important 
that the wholesaler know whether or not 
such departments are fully supporting 
themselves. When such departments 
exist the wholesaler should be able to 
assign to them the costs which properly 
belong to them so that some of these 
costs are not concealed as operating ex- 
penses of the regular departments. 

There are conditions under which an 
extra line may be taken on under the as- 
sumption that it is an “extra” helping to 
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absorb some of the general overhead of 
the house. This may be true for a time, 
but after the department becomes es- 
tablished it will usually be found that it 
is operated as an integral part of the 
business as a whole so that it not only 
helps absorb some of the general over- 
head but also causes some of it as well. 
The wholesaler who has some such de- 
partment should know positively wheth- 
er or not it is really contributing to the 
net profit of the concern as a whole. 


FuNCTIONAL Costs 


It used to be that wholesalers were 
concerned primarily with their overall 
costs of doing business. If these overall 
costs were less than the gross profit they 
were satisfied. Actually, however, the 
wholesaler is engaged in a fairly large 
number of operating activities, each of 
which serves some specific function in 
the general or overall activity of dis- 
tributing merchandise. Some of these 
activities or functions are manual, some 
are clerical. Some require skill of a 
high order for their performance and 
some require only moderate ability. It 
is impossible to properly control costs 
unless these several functions are viewed 
separately and separately controlled. To 
illustrate, order filling is a separate ac- 
tivity. If order filling costs are to be con- 
trolled, they must be known and there 
must be some sort of standard by which 
the management can determine whether 
or not it is getting adequate perform- 
ance for the wages it is paying to order 
fillers. 

The credit department is another 
separate function. If its costs are hidden 
in general overhead, no one can know 
whether the credit department is costing 
too much in terms of the service which it 
is supposed to render. 

If operating standards are to be set 
and enforced they must be set and en- 


forced in terms of specific functions or 
operations. The standards can be set 
only in terms of performance of specific 
operations such as items priced per hour, 
items checked per hour, credit depart- 
ment time per account handled and so 
on through the various activities carried 
on throughout the house. 

It is also obvious that improvements 
in operating efficiency can come only in 
terms of improvement in performing spe- 
cific functions. Overall improvement in 
efficiency is the sum total of improve- 
ment in detail. It can come about in no 
other way. Functional unit costs are 
therefore the basis for improvement and 
the enforcement of adequate standards. 


Costs sy Line ExTENnsION 


One type of handling cost analysis 
which has been mentioned several times 
in this article is line extension cost. It has 
been repeatedly mentioned because it is 
probably the most important single cost 
analysis a wholesaler can make. Whole- 
sale net profits are as closely related to 
line costs as they are to gross margins and 
it is only in the past few years that this 
type of cost analysis has been receiving 
careful study. Most wholesalers, particu- 
larly service wholesalers, today watch 
their line costs as closely as they do their 
gross profit. Net profits shrink with a 
drop in line extension and rise with an 
increase in line extension. 

The reason for this emphasis on line 
extension is that wholesalers have dis- 
covered that many of their costs are 
fairly constant per order line handled. 
For example, the following costs are all 
relatively uniform per order line: 

Order writing 

Credit 

Coding 

Packing, picking and checking (ware- 

house payroll) 

Pricing 
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Invoicing 
Delivery 


If that assumption is true, it follows that 
the net profit on a high order line exten- 
sion will be considerably greater than the 
profit on a small line extension. Kor ex- 
ample, if the line cost is 18 cents per line, 
a line order for 4 dozen tubes of shaving 
cream at 25 cents per tube would show a 
12 per cent line cost. An order for one 
dozen of the same tubes would show a 
line cost of 6 per cent. The effect on net 
profits is very obvious as it can readily 
be seen that the cost of handling either 
order line is approximately the same to 
the wholesaler. 

As a result of the growing appreciation 
of line extension, wholesalers are placing 
more and more emphasis on raising the 
average line extension of their customers’ 
orders. They are doing it by encouraging 
customers to buy less frequently and in 
larger units, by special customer incen- 
tives for larger unit purchases, by cutting 
the number of competing lines and items 
(particularly those which show low line 
extension), by less frequent customer de- 
liveries, by relating salesmen’s compen- 
sation to average line extension as well as 
gross profit, by establishing minimum 
purchase quantities, and similar prac- 
tices. 


CONCLUSION 


Earlier in this article it was pointed 
out that the subject of handling costs 
occupies as much if not more of the 
time of wholesale executives than any 
other single problem. This is true be- 
cause the proper control of handling ex- 
penses is necessary to profitable whole- 


sale operation. Wholesalers do business 
on small margins, they are in constant 
competition with alternative methods 
of distribution, like all good business 
men they must keep their selling costs 
under constant control, they can only 
establish distribution policies after the 
most careful analysis of the costs in- 
volved, and finally a change in any single 
item of expense is more likely to affect 
the wholesaler’s net profit than is true of 
most other types of business. 

Wholesalers in their desire to keep 
their handling costs under control are 
making analyses of the costs involved in 
handling different sized orders, the costs 
to distribute specific manufacturers’ 
lines and items, the costs of distributing 
full and broken cases and cartons, the 
costs of serving various types of custom- 
ers, departmental costs, functional costs, 
and the costs of handling various line 
extensions. Which of these individual 
types of cost analysis is most important 
is dependent on the immediate use to be 
made of the data. 

The tendency of distribution costs to 
rise since the war in many wholesale in- 
dustries has given wholesalers and manu- 
facturers a renewed interest in the sub- 
ject of handling costs. They realize that 
they must have more cost facts in order 
to make an intelligent approach to this 
problem and progressive distributors are 
making determined efforts to get the 
necessary facts by means of an analysis 
of handling costs. Those who do not 
have the proper cost information will 
find themselves outdistanced by compe- 
tition. 











MARKETING RESEARCH, OPERATING 
SURVEYS AND ANALYSIS 


ORIN E. BURLEY 
University of Pennsylvania 


S THE title suggests, this paper will be 
divided into two parts, although 
the treatment will, of necessity, overlap 
to some extent. In general, the first sec- 
tion will include sources of wholesale re- 
search information and the kinds of 
research studies that have been made in 
the field of wholesaling. The second part 
of the paper will discuss one type of gen- 
eral research in wholesaling—that which 
is usually entitled “Operating Surveys 
and Analysis.” No attempt at a complete 
treatment of either part of the subject 
can be made, but it will be the purpose 
of the paper to cover these related sub- 
jects in such a way that outstanding 
illustrations of past and current research 
efforts will be mentioned and, it is hoped, 
a few new research possibilities sug- 
gested. 


RESEARCH IN WHOLESALING! 


Managerial decisions must be based on 
alternatives of choice. It is obvious that 
they must be founded upon some basis 
of judgment, even in the absence of facts 
bearing on the problem. However, when 
the factual basis for decision-making 
exists, research can play its part in mar- 
shalling these facts in order to aid intelli- 
gent decision. This does not mean that 
every wholesale establishment has, or 
needs, a research department, but it does 
mean that judgments must be made and 
that, insofar as possible, judgments 
should be based on facts. 

1 The writer would like to take this means to thank 
a pioneer leader of research in wholesaling, Dr. T. N. 
Beckman of The Ohio State University, for his many 
fruitful contributions to the literature and thought in 


the field—so much of which have stimulated research 
by others. 
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General Sources of Information 


The sources of research in wholesaling 
include the federal and other governmen- 
tal agencies; the various universities and 
research organizations; trade associa- 
tions; and individual companies. The 
studies may be of a census or enumera- 
tive nature or of a sample type. Because 
of the size of the task and the expense 
involved, the census type of study is gen- 
erally limited to governmental agencies. 
Any of the sources mentioned above may 
undertake either general or specific re- 
search projects. However, governmental 
studies normally are more general, 
whereas individual company studies usu- 
ally deal with specific problems. In any 
event, research sources usually include 
data which have already been collected 
and published; the records of the busi- 
ness and the industry of which it is a 
part; and data based on field surveys 
conducted in connection with specific 
projects or which may have been a part 
of one of the previously mentioned 
sources. 


External Data 


Undoubtedly the federal government 
is the outstanding source of external re- 
search information in wholesaling. As an 
outgrowth of the first National Distribu- 
tion Conference in 1925, and the interest 
of Mr. Herbert Hoover (then Secretary 
of Commerce) an Act of Congress, ap- 
proved June 18, 1929, required a Census 
of Distribution covering 1929 as a part 
of the Fifteenth Decennial Census. The 
resulting enumerative data for all busi- 
nesses operating on a wholesale basis 
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provided the first comprehensive picture 
of wholesaling in the American economy. 
Subsequently, data were collected on a 
somewhat similar basis for 1933 and 
1935, and a regular Census of Business, 
as it is now called, was taken in 1939. 
Congress has now enacted legislation 
which places the Census of Business on 
a five-year basis, with sample studies to 
be made in interim periods. The Census 
data provide a break-down by various 
economic and political divisions of op- 
erating information for various lines of 
trade and distributing organizations 
which operate on a wholesale basis. The 
information provided by these Census 
studies is of inestimable value to all seg- 
ments of wholesaling, as well as to trade 
associations, research consultants, and 
students who work with the numerous 
problems in wholesaling. 

Other divisions of the Department of 
Commerce especially the Bureau of For- 
eign and Domestic Commerce have con- 
ducted studies in wholesaling some of 
which ante-dated the Census studies by 
a number of years. Illustrative of these 
studies over the years are the following:? 


Atlas of Wholesale Grocery Territories. 1927. 
Wholesale Grocer’s Problems, by J. W. 
Millard. 1928. Distribution Cost Studies 
No. 4. 

Problems of Wholesale Dry Goods Distri- 
bution, by Wroe Alderson and Nelson A. 
Miller, 1930. Distribution Cost Studies 
No. 7. 

Louisville Grocery Survey, Part IV, Whole- 
sale Grocery Operations, by John R. 
Bromell. 1932. Distribution Cost Studies 
No. 14. ‘ 

Wholesale Druggists’ Operations, by Ed- 
ward J. Carroll. 1934. Domestic Com- 
merce Series No. 86. 


2 Much of this section is based on letters and cor- 
respondence with Albert B. Fisher, Office of Domestic 
Commerce, U. S. Department of Commerce. 


Distribution Cost Accounting for Whole- 
saling, by H. F. Taggart. 1939. Domestic 
Commerce Series No. 106. 

Streamlined Wholesale Grocery Warehouses. 
Industrial Series No. 18, 1945. 

Atlas of Wholesale Grocery Trading Areas. 
1938. Market Research Series 119. 

Wholesaling, Basic 
Information Sources, August, 1948. 


In addition this Bureau has the fol- 
lowing “‘in progress” studies which are 
expected to be published within the year. 
Dry Goods Wholesalers’ Operations 


Warehousing Operations for Smaller Whole- 
sale Grocers 


Operating Costs 
Trade 


and Ratios—Wholesale 


Other federal agencies which have 
published studies in wholesaling or stud- 
ies on subjects of research value to 
wholesaling include the Federal Trade 
Commission, the Department of Agri- 
culture, the Securities and Exchange 
Commission, the United States Tariff 
Commission, the Department of Labor, 
the Treasury Department, the Federal 
Reserve Board, and the Council of Eco- 
nomic Advisers. Of all these agencies, the 
U. S. Department of Agriculture, using 
funds appropriated by the Research and 
Marketing Act, has done work which 
possibly will be most beneficial in ad- 
vancing research in wholesaling. 


Other External Sources 


Various university bureaus of business 
research, as well as the faculties and 
graduate students of schools of business, 
have done research studies in wholesal- 
ing. Perhaps the earliest study made by 
an American university was undertaken 
by the Bureau of Business Research of 
the Harvard University Graduate School 
of Business which published a study on 
“Operating Expenses in the Wholesale 
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Grocery Business” in 1916. This study 
was soon followed by others both at Har- 
vard and a number of other universities. 
In general, however, these studies have 
been sporadic and fragmentary. 

Only eleven doctoral dissertations in 
the field of wholesaling have been ac- 
cepted by American universities in the 
past eight years. These divide them- 
selves into trade area studies, general 
analysis and appraisal studies, internal 
operation studies, and theoretical stud- 
ies, although obviously all have some ele- 
ments of theoretical contribution. In- 
cluded in these more recent studies are 
the following: 


Phillips, Caroll Davidson, The Louisville 
Wholesale Fruit and Vegetable Market, 
University of Minnesota. 1941. 

Johnson, H. Webster, A Method of Estimat- 
ing Sales and Establishing Quotas for 
Service Wholesale Druggists. The Ohio 
State University. 1942. 

Revzan, David Allen, The Wholesale Price 
Structure of Oranges with Special Refer- 
ence to the Chicago Auction Market. Uni- 
versity of Chicago. 1943. 

Dille, Ellwood O., Knoxville, Tennessee, as a 
Wholesale Trading Center. The Ohio State 
University. 1944. 

Wales, Hugh G., Kansas City Wholesale 
Fruit and Vegetable Market; an Historical 
Study and Appraisal of Recent Develop- 
ments. Northwestern University. 1944. 

Mitchell, Harry A., New Orleans as a Whole- 
sale Trading Center. University of Michi- 
gan. 1944. 

Lewis, Edwin H., Marketing Patterns of 
Philadelphia Wholesalers. University of 
Pennsylvania. 1947. 


Davis, James H., The Use of Job Analysis 
and Time and Duty Study as Bases for 
More Effective Selection and Training of 
Wholesale Drug Salesmen. The Ohio 
State University. 1947. 

Fisher, Albert B. Jr., An Analysis of Ware- 
house Operations of Service Wholesale 
Druggists. The Ohio State University. 
1947. 


Clewett, Richard M., A Study of the Intra- 
Market Locational Pattern of Firms in 
the Dock Street Market and Its Theo- 
retical Implications with Respect to Relo- 
cating Firms in a New Market. University 
of Pennsylvania. 1948. 


Perhaps as many as 25 to 35 trade 
associations conduct some kind of re- 
search studies in wholesaling, especially 
the “‘operating survey” type of project. 
Some of these are published and others 
are held as confidential to members. In 
addition, trade associations sometimes 
endow research fellowships, or sponsor 
private research organizations on both 
general and specific research topics. 
Illustrative of the breadth of research, 
other than the operating survey, under- 
taken by trade associations is the follow- 
ing list of research bulletins published by 
the National Wholesale Druggists’ As- 
sociation: 


“The Normal Costs of Wholesale Distribu- 
tion in Full Case Lots.” 

“Tentative Analysis of Small Line Exten- 
sions of Two Wholesale Drug Houses.” 

“Repackaging Costs in Wholesale Drug 
Houses.” 

“Utilization of Salesmen by the Service 
Wholesale Druggists.” 

“Salesman’s Automobile Expense Allow- 
ance Bulletin.” 

“Increasing Wholesale Drug Salesmen’s 
Effectiveness.” (Based on the research fel- 
lowship granted James H. Davis; published 
in book form by the Bureau of Business Re- 
search of The Ohio State University.) 

“Warehouse Operations of Wholesale 
Druggists.” (Based on the research fellow- 
ship granted Albert B. Fisher, Jr.; published 
in book form by the Bureau of Business Re- 
search of The Ohio State University.) 


From time to time such organizations 
as Dun & Bradstreet and the Curtis Pub- 
lishing Company have made research 
studies in wholesaling, sometimes in 
joint sponsorship with trade associa- 
tions. Recently, Dun & Bradstreet has 
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completed a study entitled, “Survey of 
Wholesale Dry Goods Distribution’; 
and the Curtis Publishing Company has 
completed a jointly sponsored study 
with the National Food Brokers’ Asso- 
ciation which deals with merchandising 
practices, types of advertising, etc. In 
addition Dun & Bradstreet has made 
surveys for wholesale trades covering 
operating costs, turnover rates, and a 
number of other operating criteria. 


Internal Data 


Company records, especially when 
compiled on a basis comparable with the 
industry, constitute a fruitful source of 
factual information. Companies have 
frequent need for studies which deal with 
sales and market trends, territories, com- 
pensation plans, and line extensions. The 
more usual type of research work involv- 
ing company records deals with an anal- 
ysis of sales by salesmen and by depart- 
ments; sales quotas, or forecasting; cus- 
tomer “analysis and order analysis; and 
operating expense control. 

There is almost no end to the refine- 
ment of internal data. One wholesale 
company extends its analysis to include 
among many others the following: 
Salesmen’s earnings on specific lines by 

company sources. 

Most profitable lines by per cent of profit 
earned, break-even points, etc. 

Lines showing loss and per cent of loss. 

Net margins by classes of goods. 

Line extensions by classes of goods and most 
important manufacturing sources of sup- 
ply. 


Such research is not only useful as a 
control feature of record keeping; it is 
useful in buying relations with sources of 
supply, and it is especially useful in 
showing where selling attention is re- 
quired. In general the limits of this kind 
of research are its over-all profitability to 
the company, although this is not easy to 
measure at any given time. 


It is believed by the author that there 
is a great deal of internal research work 
of excellent quality but, because of its 
confidential nature, it is seldom if ever 
published. If some acceptable means 
could be set up by the American Market- 
ing Association to pool the best of such 
research at some central point, let us say 
after the material is five years old, it 
should greatly extend the area of inter- 
nal research, especially among medium 
and small companies. 


OPERATING SURVEYS AND ANALYSIS 


Operating surveys are not the prov- 
ince of trade associations alone, but this 
is the type of project done by more 
wholesale trade associations and with a 
wider scope of usefulness than any other 
kind of research study. As has been in- 
dicated, a number of governmental 
departments, universities, and private 
research organizations have cooperated 
with industrial interests in this kind of 
research. However, it is believed that 
methods and problems of this kind of 
study are similar, irrespective of the 
sponsorship, and that the following dis- 
cussion has general applicability. 


Need for Comparability 


Before comparisons can be made, the 
items compared must have uniform 
meaning. Even very common terms, 
such as gross sales, net sales, cost of 
goods sold, selling expense, etc., lack 
clear mutual understanding. This leads 
to misinterpretation and the comparison 
of items which appear to be alike but 
which are, in fact, quite different. A com- 
mon and human practice is to interpret 
words not in terms of the speaker’s ex- 
perience but in terms of the hearer’s.* 


+H. J. Ostlund, “Some Suggestions for Uniformity 
in Terminology. in Discussing Wholesale Drug Operat- 
ing Facts.” Special Bulletin G. of the National Whole- 
sale Druggists’ Association. 
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It may not be generally desirable to 
advocate uniform accounting methods 
for all members of an industry since it is 
not always possible to have uniformity 
of organization and procedures. How- 
ever, even where operating procedures 
may differ so much that accounting meth- 
ods must be set up to match them, it 
is believed that uniform concepts can be 
developed. Therefore, and with this in 
mind, suggestions for uniformity in ter- 
minology are generally made by trade 
associations to their members. When 
these suggestions are uniformly followed 
in the instructions which accompany the 
operating survey schedules, and when 
experienced editing catches misinterpre- 
tations, much improvement in concept 
interpretation will be noted over the 
years. For example, it is believed that in 
the National Wholesale Druggists’ Asso- 
ciation nearly 80 per cent of all members 
use the same system of account classifi- 
cation and an even larger per cent have 
uniform concepts of operating items.‘ 

It is likely that the members of any 
large trade association will have varying 
accounting periods. In such cases, and if 
a sizable number of members report on 
other than a calendar year basis, the 
period covered may be so long as to in- 
troduce hazards of incomparability. Es- 
pecially is this true when a rapidly 
changing economic climate results in re- 
ports covering a considerable variety of 
operating conditions. Therefore it may 
be wise to ask members to adjust their 
data to a calendar year basis in order to 
retain comparability in time. This step, 
although an extra task and expense for 
some members, has the additional value 
of shortening the period of time between 
the end of the period covered by the 
study and the publication date because 

‘ The writer is the Director of the Statistical Section 


of the National Wholesale Druggists’ Association, which 
accounts for the use of illustrations from this field. 


the waiting period before tabulation and 
analysis of schedules can begin is re- 


duced. 
Basis of Analysis 


Returns from members generally are 
classified first as to size of operation and 
second as to territory. The specific na- 
ture of the classifications and of the re- 
sulting tables depends upon the detail of 
information which the industry desires. 


Comparative OPERATING STATEMENT OF THE SERVICE 
Wuo esate Druc Inpustry FOR 1948 AND 1947 AS A 
Per Cent or Net Druc anv Druc Sunpries SALES 














1948 | 1947 
Net Sales 100.0%| 100.0% 
Cost of Goods Sold 82.5 82.7 
Gross Profit 17.5 17.3 
Cash Discounts on Purchases 1.3 t.3 
Gross Profit after Purchase Dis- 
counts 18.8 18.6 
Discounts Allowed on Sales, In- 
cluding Cash 2.9 3.0 
Gross Profit after All Discounts 15.9 15.6 
Total Operating Expenses 12.2 11.5 
Add Bad Debts Expense O.1 O.1 
Total Operating, Including Bad 
Debts Expense 12.3 11.6 
Net Operating Profit 3.6 4.0 
Add Non-Operating Incomes O.1 o.1 
Total 3-7 4.1 
Deduct Non-Operating Expenses O.1 o.1 
Net Profit Before Federal Income 
Tax and Interest 3.6 4.0 
Provision for Federal Income Tax 1.4 :.s 
Detail of Operating Expenses 
General and Administrative: 
Executive Salaries oO. 0.6 
Office Salaries 2.3 2.0 
Taxes, Other than Realty and 
Federal Income 0.5 0.5 
Other Administrative Expense 1.6 1.3 
Total 4.8 4:4 
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CoMPARATIVE OPERATING STATEMENT OF THE SERVICE 
WuotesALe Druc Inpustry For 1948 AND 1947 AS 
a Per Cent oF Net Druc anno Druc Sunpries SALES 








(continued) 
1948 | 1947 
Selling Expenses: 
Salesmen’s Compensation 1.9 1.9 
Salesmen’s Traveling 0.6 0.5 
Other Selling Salaries 0.6 0.5 
Miscellaneous Selling Expenses 0.2 0.2 
Total 3-3 3.1 
Warehouse and Handling: 
Wages, Warehouse Employees 2.5 2.5 
Wages, Manufacturing Labora- 
tory 0.0 0.0 
Packing Supplies, Storage, etc. 0.2 0.2 
Total 2.7 2.7 
Delivery and Trucking: 
Contract (If by Outsiders), City 0.2 0.2 
Wages, Truck Drivers, City 0.1 0.1 
Other Trucking and Delivery 
Expenses, City 0.1 0.1 
Total City Delivery Expense| 0.4 0.4 
Country Delivery Expense 0.4 0.3 
Total Delivery and Trucking} 0.8 0.7 
Occupancy: 
Rent, If Paid 0.2 0.2 
Other Occupancy 0.4 0.4 
Total 0.6 0.6 
Total Operating Expenses 12.2 11.5 











Included in the customary list of tables 
in operating surveys are these: 


Distribution of coverage 

Trend of sales 

Inventory changes 

Rates of stock turnover 

Trend of bad debt losses 

Various “operations” tables, such as 
those by size of house, by regions 

Various tables dealing with the detail 
of operating expenses 


The following general table (part of 
Table IX in the “Survey of 1948 and 


1947 Operations of Service Wholesale 
Druggists,” published by the National 
Wholesale Druggists’ Association and 
used here with its consent) is illustrative 
of data presented in operating surveys. 

Irrespective of the tables used in an 
operating study, it is essential that 
changes be made from time to time in 
order to match the new conditions and 
needs of the industry. 


SUMMARY OBSERVATIONS 


The significance of ratios in interpret- 
ing the data of financial reports rests on 
the assumption that relationships, partic- 
ularly those covering a period of years, 
may be more important than individual 
company accounts. However, in using 
ratios care must be exercised to avoid 
over-emphasizing momentary position. 
In reaching conclusions there should be 
numerous observations and adequate at- 
tention to averages and trends. Calcula- 
tion of ratios is nothing more than a 
means of focusing attention on relation- 
ships. In general, ratios are clues, not 
bases for immediate conclusions. Even 
where deviations from accepted stand- 
ards are disclosed either in single ratios or 
in ratio trends it is not wise to assume, 
without further investigation, that a 
condition peculiarly favorable or unfa- 
vorable is present. 

In every wholesale trade it should be 
fully realized that no two establishments 
are surrounded by exactly the same ob- 
stacles and advantages. Ratios are not, 
therefore, a satisfactory substitute for 
judgment. Their application to the indi- 
vidual wholesale operation must be gov- 
erned by a balanced mixture of caution 
and optimism. Any single wholesale op- 
erating deviation from the survey aver- 
ages may indicate advantages or disad- 
vantages, unavoidable necessity, or error 
in management. Profits in wholesaling 
are seldom the reward of a single brilliant 
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tactical maneuver but result from a 
steady campaign by management to 
maintain, among other things, satisfac- 
tory operating margins and expense 
ratios. As a part of the tools of effective 


management the use of standard exter- 
nal ratios, such as those developed in 
various wholesale operating surveys, 
merit the continued attention of man- 
agement. 

















THE MECHANICS OF WHOLESALING 


JOSEPH KOLODNY 
Managing Director, National Association of Tobacco Distributors 


THE NaTurRE oF WHOLESALING 
Definition 
wW-.. is wholesaling? It is the proc- 


ess effectively utilized in our na- 
tional economy to facilitate the convey- 
ance of finished or processed goods or 
commodities from the producer to the 
retail outlet at the lowest cost. 

How does wholesaling operate? To 
answer the question fully, we first ought 
to define the term “industry”. What is 
industry? It is a correlation of several 
components essential to the processing, 
fabricating, manufacturing, and distri- 
bution of a product or group of closely 
related products. 

To illustrate the point—let us examine 
the processes that are requisite to assure 
you of your daily supply of cigarettes. 
We start with Mother Earth. The farmer 
or grower plants the seed, cultivates, and 
harvests the tobacco leaf. In its raw con- 
dition the leaf is not usable. It has 
to undergo a series of conditioning pro- 
cesses ordinarily referred to as curing. 
When the leaf is cured it is blended with 
other types of tobacco and fabricated 
into the finished cigarettes. This finished 
product—the cigarette—is an inanimate 
object. It only acquires character and 
tangible value when transported from 
the factory to the warehouse of the whole 
saler who, in turn, supplies it to the re- 
tailer, the last outpost between the 
product and you, the consumer. All these 
activities—-fro.n Mother Earth, where 
the product originates, to you where the 
product is consumed—constitute the in- 
dustry. 

When we thus refer to the cigarette 
industry, we merely employ a broad out- 


line which encompasses the several afore- 
mentioned steps. While these sound 
rather simple, the operation acquires a 
complicated aspect in the translation 
from raw material to consumers’ prod- 
uct. Therefore the title of this article, 
“The Mechanics of Wholesaling.” 

What is a wholesaler? To justify his 
irreplaceable function in our national 
economy, the wholesaler is required to 
render a variety of services. Let us, 
therefore, appraise the nature of these 
services, step by step. 


The Warehouse 


With very few exceptions, the whole- 
saler generally must build or rent a 
warehouse. The size, dimensions, and 
square footage of such a warehouse are’ 
governed by the bulkiness, variety, and 
assortment of products that the whole- 
saler either chooses or finds it necessary 
to handle and market, and by the vol- 
ume of business he expects to transact 
To provide efficient warehousing facili- 
ties, the wholesaler arranges for the in- 
stallation of various sizes and shapes of 
shelving and counters. He also purchases 
such materials-handling equipment as 
may be necessary to conduct his ware- 
housing efficiently and most economi- 
cally. 

When the wholesaler has acquired a 
warehouse and installed the proper 
equipment, he orders merchandise in 
bulk from manufacturers. The whole- 
saler’s operations necessitate the pur- 
chase of merchandise from a large num- 
ber of manufacturers of identical or kin- 
dred products. For instance, a tobacco 
wholesaler, in addition to cigarettes, ci- 
gars, and tobaccos, more often than not 
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also will handle pipes and smokers’ arti- 
cles, candy and confectionery products 
as well as a wide variety of sundries. The 
reasons why the wholesaler warehouses 
and handles such a heterogeneous assort- 
ment of products is the need for spread- 
ing the cost of operation among an as- 
sortment of products thus reducing the 
cost of handling each individual product. 


Reasons for Variety of Goods 


The retail store depends for its pa- 
tronage on a large number of cigarette 
consumers, each with his special prefer- 
ences. It may be Camel, Lucky Strike, 
Chesterfield, Philip Morris, Old Gold, 
Pall Mall, or Raleigh. To gratify the 
wishes of all cigarette customers, the 
retailer must carry and dispense this as- 
sortment, as well as many slow moving 
brands demanded by a limited number of 
consumers. Since it is the wholesaler who 
provides an uninterrupted supply of cig- 
arettes to the retailer, the wholesaler has 
to purchase, warehouse, and furnish the 
retailer with all these brands. 

The wholesaler provides separate bins 
for each of these brands which he re- 
ceives in large cases. Each of these ship- 
ping containers contains 50 cartons of 
cigarettes. The wholesaler orders these 
cigarettes in accordance with his knowl- 
edge of the requirements of his retail 
customers. He may receive 100 cases of 
the larger-selling brands and 30 or 40 
cases of the lesser selling brands. 


Credit Terms and Discounts 


Simultaneous with the shipment of the 
merchandise from the manufacturer to 
the wholesaler the manufacturer in- 
voices the wholesaler at list price, less a 
trade discount and a 2% cash discount 
if paid within the manufacturer’s stipu- 
lated credit terms. 

These credit terms vary as to manu- 
facturers, suppliers, and types of mer- 


chandise. In some cases it is 2% in 10 
days; in others it may be 2% in 30 days, 
That means that 2% may be deducted 
from the face of the invoice if the check 
is mailed not later than the 10 days (or 
30 days) from the specified date. The 
specified date, which appears on the face 
of the invoice, is the date when the mer- 
chandise was shipped from the factory to 
the wholesaler. 

What about the trade discount? It is 
a fixed sum deductible from the manu- 
facturer’s list price which is intended to 
compensate the wholesaler for the cost 
of handling the merchandise and to 
allow a modest profit. 

Where do the economies come in? It 
is obviously more economical for the 
wholesaler to ship to the retailer an 
assortment of brands instead of a single 
brand because he can then spread the 
cost of shipping among all items included 
in the particular order. 


TuHeE DisTRIBUTION PRocEss 
The Salesman 


How does the wholesaler distribute the 
merchandise? There are several methods, 
all entailing a series of steps: The whole- 
saler engages and trains a sales staff to 
canvass his territory and solicit orders 
from the retailers within his sphere of 
operation. In most instances, each of 
these salesmen is assigned to a designated 
territory which he canvasses as fre- 
quently as the needs of the territory de- 
mand. 

When the salesman obtains the or- 
ders, he turns in the batch daily or semi- 
weekly. Each of the orders turned in by 
the salesman contains an assortment of 
products. In the case of tobacco prod- 


‘ucts, an order may contain a variety of 


brands of cigaretes; an assortment of 
smoking and chewing tobaccos; an as- 
sortment of cigars; some pipes and smok- 





nee crn Re RINE = 


rit 


O 
fe 
d 
h 
n 
Ss 
d 
i. 
h 
a 
a 
t 
c 


_- 


él a pee —— fod — AS 








v 


THE JOURNAL OF MARKETING 


227 





ers’ articles; some candy and confec- 
tionery products; some blades and a va- 
riety of other items. The order may in- 
clude only a dozen items or it may list 
40 or 50. 


Order Processing 


What steps does the wholesaler take 
in processing these orders? First, they go 
to the credit department to be checked 
as to whether the retailer has paid his 
prior invoices or whether he is delin- 
quent. When a check-up indicates the 
retailer’s invoices have been paid, the 
credit manager approves the order for 
shipment and it is transferred to the 
order-picking department. In the event 
former bills of the retailer are overdue or 
delinquent, the credit manager contacts 
him to learn the reasons for non-pay- 
ment. Should the credit manager be 
satisfied that the retailer warrants ad- 
ditional credit, then the order is ap- 
proved for processing. If, on the other 
hand, the credit condition is not favor- 
able, then the order is shipped only on 
a C.O.D. basis and deliveries to the cus- 
tomer remain on a C.O.D. basis until the 
delinquency is cleared up. 

When the order reaches the order- 
picking department, it is turned over to 
an order-picker who assembles the items 
from the various bins containing the 
products listed on the order. The time 
required to assemble an order on the 
packing table depends upon the assort- 
ment requisitioned. If it is only a half 
dozen items, then it may take only a 
half minute or a minute. If, on the other 
hand, it contains 25 or 30 items, it may 
then require from 5 to 10 minutes. 

When the order-picker has completed 
his chore, the order-checker then takes 
over. This clerk checks the order as to 
accuracy and correctness of all the items. 
Immediately following the checking of 
the order, it is packed into a container 


or securely tied and readied for ship- 
ment. The order is then turned over to a 
billing clerk who carefully enters the 
proper amounts for each item, adds the 
amount of the invoice, and then turns 
it over to the shipping clerk who is in- 
variably an expert in the geographical 
lay-out of the territory. It is his responsi- 
bility to route the invoices in a system- 
atic manner so as to avoid circuitous 
traveling and to arrange the deliveries 
according to the most direct routing. 

Following the routing of the orders, 
but before being loaded into the vehicle, 
orders are usually double-checked for 
accuracy as to the number and type of 
items. The shipping clerk also deter- 
mines the number of orders to be shipped 
in accordance with the capacity of the 
delivery equipment. 


Shipment 


In a densely-populated metropolitan 
area, the average delivery man makes 
from 12 to 15 deliveries an hour. In a 
rural or sparsely-populated area, where 
there is a long distance between stops, 
he averages from 5 to 6 deliveries an 
hour. 

Depending upon accessibility and 
convenience, the wholesaler utilizes: (a) 
his own auto equipment; (b) public 
carriers; (c) post office facilities. In a 
well-run, skilfully-managed wholesale 
establishment, all these processes are 
efficiently systematized and operated 
within a regular routine schedule. 


Additional Duties of the Salesman 


What about the operations of the 
salesman? In addition to soliciting orders 
for standard-demand merchandise, he is 
also required to render a number of serv- 
ices to the retailer generally regarded 
as promotional. For example: The whole- 
saler may deem fit, from time to time, 
to add a new product. It is thus incum- 
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bent upon the salesman to obtain dis- 
tribution by convincing the retailer of 
the feasibility of purchasing and dis- 
playing the product within easy view of 
the consuming public. This is, as a rule, 
referred to as ‘special promotion and dis- 
play. 

Since the product is inanimate, the 
public has to be reminded of its existence 
and availability. While the manufac- 
turer of the product may popularize it 
through newspapers, periodicals, radio, 
billboard, or other advertising media, 
neither the salesman nor the retailer can 
take it for granted that the consumer 
has read or heard about it. A reminder 
in the form of a lithographed poster on 
the retailer’s store window is needed. 
It is hoped that the poster may attract 
the consumer and prompt him to ask 
for the product when he enters the re- 
tailer’s store. There are many sorts of 
point-of-sale advertising material such as 
illuminated signs, permanent fixtures 
with the imprint of the name of the prod- 
uct; counter display cases, change trays, 
decalcomanias, and many other types. 

The salesman, in most instances, is 
also responsible for the collection of out- 
standing bills. Thus, either before or 
after obtaining the retailer’s order, he 
refers to a small ledger containing a 
copy of debits and credits from the 
general ledger in the wholesaler’s office 
and points out to the retailer that certain 
invoices are due or overdue. 

As a general practice in order to famil- 
iarize the salesman with various products 
as well as acquaint him with the most 
effective methods of selling and promo- 
tion, sales meetings are held at regular 
periods—weekly, semi-monthly, monthly 
or quarterly. The sales manager, or the 
proprietor who may be his own sales 
manager, discusses at such a sales meet- 
ing the important aspects of merchan- 
dising and selling. 


Replacement of Goods 


What about requisitioning merchan- 
dise? Generally that is a function of the 
order clerk, who maintains a running 
record of the quantities of the various 
items handled by the wholesale estab- 
lishment. An experienced order clerk 
virtually acquires a photographic mem- 
ory of the amounts of merchandise to be 
requisitioned and even reminds the sales 
manager of the products that have not 
moved in accordance with expectation 
or schedule. The frequency of the requi- 
sitioning of merchandise is largely gov- 
erned or influenced by the particular 
type of business. In the case of rapid 
turnover products, requisitions are sent 
to the manufacturers at a frequency of 
twice a week. In the instance of slower 
moving products, merchandise may be 
requisitioned once a month. 

To systematize the placing of orders 
and solicitation of orders, regular order 
pads are printed, usually in triplicate. 
In the case of customers’ orders, the 
first copy is given to the customer, the 
second copy held for office records, and 
the third copy used by the delivery man 
for the customer’s signature. Likewise in 
requisitioning merchandise from sup- 
pliers, the first copy is mailed to the 
supplier, the second copy retained in the 
office, and the third copy is turned over 
to the receiving clerk. The receiving 
clerk utilizes his copy to check the ac- 
curacy of shipments when they reach 
the wholesaler’s warehouse. The receiv- 
ing clerk is responsible for the orderly 
receipt of merchandise,” the placement 
of the merchandise in the proper bins or 
departments, and the rotation of mer- 
chandise. Merchandise has to be care- 
fully rotated so that goods received first 
are shipped first and goods received 
later are shipped last. This assures 
freshness of merchandise to the retailer 
as well as to the consumer. 
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INTERNAL ORGANIZATION 


In the operation of the office, first 
comes the bookkeeper who as a rule 
operates a bookkeeping machine to 
debit and credit invoices, both from sup- 
pliers and to customers. Then there is 
the voucher department, in some cases 
referred to as the paying clerk. This clerk 
is entrusted with the responsibility of 
paying suppliers. There is also the cash- 
ier. It is his duty to tally and prepare 
the daily collections for deposit at the 
bank. The office manager is, of course, 
required to synchronize all the operations 
of the entire office personnel. The prep- 
aration of the weekly payroll, with all 
complexities attendant to state and fed- 
eral unemployment and social security 
deductions, calls for the services of a 
well-qualified person. Wholesalers pay 
salaries or wages on a weekly or semi- 
monthly basis. The trend at present is 
toward semi-monthly payments. 


How is Wholesaling Financed? 


The financing of a wholesale firm dif- 
fers to a notable extent from that of a 
manufacturing establishment. A manu- 
facturer is confronted with the follow- 
ing fixed investments, or what in ac- 
counting is referred to as “‘fixed assets”: 
(a) A factory building or loft; (b) all 
types of machinery; (c) labels and pack- 
aging material; (d) raw materials. Most 
of these are either fixed or long-term in- 
vestments. 

In operating a wholesale establish- 
ment, the fixed irivestment is a minor 
item. There is no need for machinery to 
process or fabricate a product because 
the wholesaler does not manufacture. 
There is no need for long-term invest- 
ment in raw materials in anticipation of 
changed market conditions or changed 
styles because a wholesaler deals in 
processed and finished products. He 


needs, of course, convenient facilities for 
easy maneuverability of the numerous 
items or products which he handles. 

The amount of a wholesaler’s capital 
investment is governed entirely by the 
type of the product; the volume of busi- 
ness; the credit rating from the supplier; 
and the rapidity of turnover of the prod- 
uct. In the case of cigarettes, the whole- 
saler’s turnover is approximately forty 
times a year, which indicates that if the 
wholesaler’s cigarette volume amounts to 
$50,000 a week, or $2,600,000 a year, he 
would, to engage in the wholesaling of 
cigarettes, need a capital of approxi- 
mately $60,000. 

On the other hand a jewelry whole- 
saler, whose turnover is approximately 
four times a year, would need a capital 
of $400,000 to $500,000 to transact a 
volume of $2,600,000 a year. The margin 
of profit to the wholesaler is, of course, 
appreciably larger on less frequent turn- 
over items than it is on faster turnover 
items. 


The Exclusive Franchise 


To strengthen his operation, the 
wholesaler endeavors, in addition to 
general lines, to secure exclusive fran- 
chise privileges for meritorious prod- 
ucts. A tobacco wholesaler may succeed 
in obtaining an exclusive franchise for a 
brand of cigarettes which has good po- 
tentialities—or cigars, candy, or pipes. 
A wall paper wholesaler may seek to ob- 
tain certain exclusive lines which, when 
exhibited by the retailer, will tend to 
attract a large number of consumers. 
Likewise the wholesale grocer, druggist, 
or dry goods man strives to attract a 
number of brands enjoying the prestige 
of a reputable maker. In thus planning 
the operation of his business, the whole- 
saler is especially mindful of the practi- 
cability of devoting intensified promotion 
to his franchised or exclusive products. 
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In the first place, they are somewhat 
more profitable; in the second place, 
they definitely enhance the wholesaler’s 
prestige within the area of his operation. 
To succeed in promoting franchised 
lines, he has to select, train, and season 
a hard-hitting sales organization. That 
is always a tedious and difficult proce- 
dure, but it is prerequisite to lasting 
success. 


Remuneration of Salesforce 


How are wholesaler’s salesmen re- 
munerated? There are several methods: 
(a) straight salary; (b) salary and com- 
mission; (c) straight commission. The 
trend at present is toward straight com- 
mission because that enables the indus- 
trious and competent salesman to fully 
exploit, for his own benefit, his sales 
talents. 

The amount of the commission is 
largely influenced by the mark-up on the 
various classifications of products. A 
rapid turnover product with a small 
mark-up produces a lower commission 
for the salesman. A slower turnover 
product with a greater mark-up permits 
a larger commission for the salesman. 
That, of course, is sound because more 
intensified sales effort has to be put be- 
hind a slower-moving product. Special 
inducements are often given to the sales- 
man on franchised or exclusive products. 
This is justified on the basis that both 
the wholesaler and the salesman have 
a mutual stake in the advancement of 
such products. 


Market Potential 


How are the potentialities of the mar- 
ket determined? While of necessity there 
is an area of speculation, that, however, 
is reduced to a modicum in a modern, 
enlightened economy. The United States 
Census Bureau assembles figures; mer- 
cantile agencies such as Dun and Brad- 


street specialize in collating statistical 
data; numerous trade associations, cham- 
bers of commerce, service clubs, and re- 
search agencies continuously gather sta- 
tistical information. All this up-to-date 
intelligence is available to every whole- 
saler. He is thus in a position to know: 
(a) the total annual income of his terri- 
tory; (b) the number of adults and chil- 
dren; (c) the number of men and women; 
(d) the number of outlets handling the 
products which he has or inteads to 
wholesale, as well as other pertinent data. 


Diversification of Lines 


Does the average wholesaler specialize 
in the products of one industry or a 
number of industries? Diversification has 
made rapid strides in the United States 
in recent years. Very seldom do we en- 
counter the old-fashioned prescription 
pharmacy, or cigar store, or haber- 
dashery shop. Increased cost of operat- 
ing a business has had its impact on 
wholesaling to the same extent as any 
other business pursuit. Moreover, com- 
petition in our free economy has be- 
come much keener. Owing primarily to 
the diversification at the retail level, 
where the former drug store has become 
a little department store and the former 
cigar store has become a general store, 
the wholesaler who services the retailer 
has found it equally necessary to diver- 
sify his line of products and thereby 
equip himself to furnish the maximum 
service to his customers. 

At present, and the trend in that direc- 
tion is gaining impetus, there scarcely 
are any consumer-goods wholesalers who 
specialize only in the products of a single 
industry. To operate economically and 
to render greater services, they are im- 
pelled to diversify their lines widely. 
The wholesale dry goods man may, in 
addition to what is generally classified 
as dry goods, also handle work clothes, 
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work gloves, windbreakers, sweaters, 
and kindred products. The wholesale 
druggist or hardware man or grocer have 
likewise measurably diversified their 
lines. 

What effect has all this diversifica- 
tion on the mechanics of wholesaling? 
First, it requires greater capital; second, 
it requires more intensified sales train- 
ing so that the salesman is qualified to 
solicit orders and talk intelligently about 
most of the new lines his firm chooses 
to carry; third, it has complicated in- 
ventory control; fourth, it has had a 
marked effect on the average gross yield 
of the wholesaler. 


The mechanics of wholesaling, like 
the mechanics of any other trade or in- 
dustry, at present are undergoing ex- 
tensive streamlining with respect to the 
efficiency of receiving, shipping and 
handling merchandise. The cost of oper- 
ation, as stated above, is high, and the 
human element—manpower—which, in 
the instance of the wholesaler, accounts 
for approximately 80% of his cost of 
doing business, is at peak level. There is 
every indication that the mechanics of 
wholesaling, even though retaining most 
of the present basic processes, will 
nevertheless undergo _ far-reaching 
changes in the years just ahead. 











SELLING AND SALES PROMOTION 
IN WHOLESALE FIELD 


HARRY R. TOSDAL 
Harvard University 


HE wholesaler’s success in developing 
a; successful and profitable operation 
depends on handling a sufficient volume 
of business at satisfactory margins. The 
objective of the well-managed whole- 
sale enterprise is to sell a budgeted vol- 
ume of goods at competitive prices with 
costs which leave a satisfactory profit. 
The cost factor is particularly important 
in certain wholesale lines, although not 
unimportant in any line. The small 
margins in the sale of staple goods neces- 
sitate reducing the unit costs of selling, 
of commodity handling, and of order- 
filling in order to secure a net optimum 
over-all cost. Furthermore, to the ex- 
tent that wholesalers depend upon fran- 
chise lines, they may find that minimum 
volume requirements are, for all practi- 
cal purposes, established by his suppliers. 
In wanted lines, manufacturers may set 
quotas which wholesale distributors are 
often constrained to accept. The general 
line wholesaler in groceries, drugs, or 
hardware, may be dependent for a large 
portion of his business upon no single 
manufacturer; although even such con- 
cerns have secured special important 
franchises from manufacturers. Gener- 
ally, however, the sales goal has been set 
by the general requirements of the 
business, but that sales goal rarely is one 
which does not require some selling 
effort. The industrial distributor may dis- 
tribute many lines but his desire is to 
have not only a satisfactory total of 
sales but also to sell enough of the special 
lines which he handles to stand well with 
the manufacturers, either for purposes of 
profit or prestige. The optimum goal of 
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many staple goods in the long run may 
be set more clearly by considerations of 
physical distribution than those of ag- 
gressive selling policy; but the reverse 
may be true of branded specialty con- 
sumer goods or particular durable con- 
sumer goods. The objective of the far- 
sighted wholesale executive includes 
building good will so that the repeat 
sales upon which the wholesaler must 
depend for practically all of his business 
will be low cost sales. The first problem 
then is to plan the selling effort necessary 
to achieve the budget or such other vol- 
ume of sales as is satisfactory both in 
quality and in cost; then to provide 
efficient execution of that plan. 


BuILDING SALES PROGRAMS OF 
WHOLESALERS 


In building a selling or sales promo- 
tional program, practically all the ele- 
ments used by manufacturers and retail- 
ers are available to wholesalers although 
all are obviously not available to each 
wholesaler. Since most wholesalers cover 
either local or regional areas, some ele- 
ments of elaborate sales programs such 
as national magazines, national network 
programs, are not available or appropri- 
ate. Yet even here, national advertising 
has been used by wholesalers such as 
Reid Murdock, Snow Crop, Brown-Dur- 
tell, Ely Walker, McKesson and Rob- 
bins, and the Marshall Field of an earlier 
date. But here, as will appear in more de- 
tail below, programs vary among whole- 
salers as much as among manufacturers. 
In fact, in the firms mentioned, the manu- 
facture of the product is, in most cases, 
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directly under the control of or is owned 
by the wholesaler. Thus the products 
sold under the wholesalers’ labels are 
dificult to distinguish—if they can be 
distinguished at all—from those sold 
under the manufacturers’ trademark. 
The initiated will recognize, for example, 
that Ely Walker has traveled far along 
the road once traversed by Marshall 
Field & Company which eventually re- 
sulted in discontinuance of Marshall 
Field’s wholesale business and specializa- 
tion in the sale of products of its own 
manufacture. 

A study of the sales programs of 
wholesalers discloses the utilization of 
major selling methods. Personal selling 
is almost universal although occasionally 
one finds a so-called catalogue whole- 
saler or “cash and carry” wholesaler 
using a minimum of that element. The 
wholesaler’s problem is to choose among 
various available sales methods those 
which will best accomplish the desired 
result at a favorable cost. In that re- 
spect, his problem is essentially similar 
to that of manufacturers. However, the 
fact that the wholesaler will ordinarily 
carry many lines and make more fre- 
quent calls on his customers makes in- 
appropriate a good many of the devices, 
methods, and elements found in manu- 
facturers’ aggressive sales programs. To 
a somewhat smaller extent, the whole- 
saler is called upon to use so-called in- 
direct selling methods because his con- 
tact is almost always direct with the re- 
tailer; certainly the need for indirect 
methods in order to sell to the retailer 
is not present, as in the case of many 
manufacturers, although he may wish 
to reach the ultimate consumer. A man- 
ufacturer may use tradepaper adver- 
tising to retailers in order to help pull 
the product through from manufacturer 
through wholesaler to retailer. On the 
other hand, just as the manufacturer 


engages in consumer advertising to 
create consumer demand for his product, 
or at least recognition, so some whole- 
salers attempt to do the same thing with 
their own private brands. 

It becomes quickly apparent that 
wholesalers cannot be grouped together 
for purposes of discussing promotion of 
sales unless we are to be content with a 
few broad generalizations. We must dis- 
tinguish several types of wholesalers 
from the point of view of selling pro- 
grams. 

In the largest group by far are service 
wholesalers of many industries whose 
selling task consists of soliciting whole- 
sale consumers, institutional buyers, or 
retailers, for a considerable number of 
products or lines of products. Here fall 
most grocery, drug, hardware, and 
many other types of wholesalers. They 
occupy a broad middle ground in terms 
of their selling programs as contrasted at 
one extreme with the simple cash and 
carry operations in grocery or confec- 
tionery fields, and at the other extreme 
with the branch wholesale distributors 
selling a few lines of durable goods and 
serving almost as manufacturers’ 
branches, or with the manufacturing 
wholesaler who has branched out into 
national distribution of selected prod- 
ucts which he controls. 


Types or SALES PROGRAMS 


Perhaps the best way of bringing out 
the vast differences in selling programs is 
to give a series of concrete illustrations: 

1. A drug wholesaler in a Middle At- 
lantic city illustrates a simpler type of 
program. He employs some 14 general 
salesmen, each calling upon from 60 to 
125 accounts. The salesmen take orders 
but routine-order taking is largely han- 
dled by a telephone sales system of a 
highly trained inside telephone sales- 
ferce of 10 women. They type orders of 
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retail druggists who call the home office 
of the company at more or less regular 
intervals. The company attempts to 
secure selected distribution, to get the 
best accounts, and to hold sales to a 
moderate but profitable volume. Each 
of the salesmen is expected to devote 
time to merchandising work with these 
accounts and to help them in problems of 
display and stocking of merchandise. 
Sales promotion is directed toward the 
development of these selected outlets. 
Much of the company’s selling effort 
was devoted to keeping these salesmen 
well informed on company programs 
and developments in the trade; but in 
addition to this, the company has used 
direct mail broadsides, announcements of 
special offers, etc., to customers and a 
limited amount of tradepaper advertis- 
ing. 

When the wholesaler wishes to push 
particular lines in cooperation with the 
manufacturer, that fact is made evident 
in the bulletins to salesmen. When the 
supplier introduces a new item, it was 
usually sponsored in a special cam- 
paign. The manufacturers’ representa- 
tive often solicited the salesman’s co- 
operation and occasionally traveled in 
turn with each salesman, making demon- 
strations and turning the sales so made 
over to the regular salesman in the 
territory. Manufacturers occasionally 
offered special compensation to whole- 
salers’ salesmen for pushing selected 
products but wholesale executives tended 
to look askance at special commission 
or “push money” devices. The services 
of a small advertising agency are re- 
tained primarily for the designing of 
bulletins and of special direct mail 
pieces. But much selling effort is de- 
voted toward teaching wholesale drug- 
gists how to promote and sell the prod- 
ucts in the different departments. For 
this direct mail pieces and the work of 


the salesman are the most important 
means. 

2. A paper wholesaler sold a line of 
cordage, paper, and paper products in- 
cluding wrapping paper, paper boxes, 
gummed paper, paper cups and plates, 
etc., primarily by means of a force of 
25 salesmen who solicited manufacturing 
enterprises and retail stores, together 
with hospitals, schools, offices, and other 
institutional buyers who comprised a 
large part of the market. Although a 
limited amount of tradepaper advertis- 
ing and considerable direct mail work 
was carried on, the company depended 
for its sales effort almost entirely upon 
its carefully selected, well trained group 
of salesmen. The company therefore 
used a selling program whose general 
pattern had been adopted more than 
half a century ago. In quality and execu- 
tion, however, great improvement had 
taken place. No single trade magazine or 
paper covered the wide variety of cus- 
tomers and prospects which the company 
solicited. None were as flexible as direct 
mail and as the sales force itself. 

3. A small electrical wholesaler lo- 
cated in the New York area acted as a 
selected distributor for several leading 
manufacturers of electrical equipment. 
The company did not handle appliances, 
specializing in products for sale to indus- 
trial concerns, public utilities, and large 
electrical contractors. Sales of about 
$2,000,000 were made in a regional 
market by a salesforce of nine men and 
included about 3,000 different items on 
which the gross profits varied from 5% 
to 30% and the net from 1% to 5%. 
Through personal contact with dealers 
and customers who came to the com- 
pany’s warehouse and through the sales- 
force, the company secured the greater 
portion of its business. Advertising 
effort was confined to direct mail pieces, 
particularly monthly mailing of blotters. 
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Announcement of new products was 
made by sending descriptions to a mail- 
ing list which included customers and 
prospective buyers whom it was impor- 
tant to reach. These personal contacts 
were considered of very great impor- 
tance and special efforts were made to 
improve these relations. Meetings of 
about 50 customers at a time were ar- 
ranged at which matters of mutual in- 
terest were discussed and refreshments 
served. Salesmen and company execu- 
tives conferred with supplier representa- 
tives to learn better how to sell sup- 
pliers’ products and to secure their 
friendship in recommending the whole- 
saler to customers whom they might 
meet directly. Since the job of selling 
equipment was one requiring technical 
knowledge, men with engineering de- 
grees or background were preferred as 
salesmen. 

4. Amill supply house, handling some 
30,000 items including a few specialized 
and franchised lines, traveled a force of 
30 salesmen who called upon manufac- 
turing enterprises in the area. Beyond 
the catalogue which was in part an as- 
sembly of catalogue sheets provided by 
the suppliers and in part its own cata- 
logue of items offered, the company de- 
pended little upon advertising, using 
only a very limited amount of direct ad- 
vertising. Close personal contact and 
frequent calls of the salesmen upon 
factory superintendents, purchasing offi- 
cers, and owners in smaller companies, 
and the service in terms of available 
stock and delivery were the factors which 
accounted for the company’s volume. 

5. Quite the other extreme is the large 
drug wholesaler organization which con- 
trols over 60 drug wholesale houses in 
34 states and which manufactured many 
items at the company’s plants. The drug 
line included some 17,000 items and the 
nature of the selling task can be in- 


ferred in part from the five categories 
into which these were grouped, namely 
1) proprietary medicines, 2) pharma- 
ceuticals, 3) products made by the 
wholesaler, 4) cosmetics, and 5) sundries. 
The products manufactured by the 
wholesaler were similarly classified as 1) 
health helps and specialties, 2) vitamin 
products, 3) wet packaged goods, 4) dry 
packaged goods, and 5s) toilet prepara- 
tions. Several products manufactured 
by the company have been developed 
and promoted along lines which re- 
sembled in all important particulars the 
operation of independent specialized 
manufacturers and sales budgets large 
enough to compare favorably with larger 
independent operations. 

In such a situation one would expect 
to find that all of the methods and 
means of aggressive wholesale promo- 
tion, plus any additional forms of selling 
effort which one might find in an aggres- 
sive campaign for sale of cosmetics or 
proprietary preparations would be util- 
ized. Nor would he be disappointed. Na- 
tional magazine advertising, radio, trade 
paper advertising, direct mail, displays, 
dealer helps, samples, displays,—all are 
used, together with the efforts of general 
and speciality salesmen. Over 850 sales- 
men sold the company’s products to the 
retail trade. 

6. An entirely different field with the 
emphasis somewhat differently placed is 
illustrated in the program of a Middle 
West wholesale dry goods distributor. 
This company, organized nearly a cen- 
tury ago, is a wholesaler of dry goods, 
chiefly piece goods, and operates now 
not only as a wholesaler but a manufac- 
turer and retailer as well with 35 manu- 
facturing plants, five of which are wholly- 
owned, and a dozen partially-owned re- 
tail stores. It sells dry goods, luggage, 
clothing, and notions under about 200 
different trademarks. The salesforce con- 
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sists of about 300 salesmen. General 
salesmen sell the entire line and maintain 
sample lines for the display of mer- 
chandise in territories in which they 
live. Specialty salesmen live in the home 
office city and make semi-annual trips 
to their territories. Many sales are con- 
summated at the company’s main office 
building which, in 1939, had been com- 
pletely remodeled by the company’s 
store planning division. Formerly buyers 
had made their selections from the ac- 
tual merchandise which had been stocked 
much as in a warehouse. After remodel- 
ing samples of merchandise were dis- 
played on the first four floors which 
were laid out in department store fashion 
with maximum utilization of attractive 
counters, effective lighting, wall ex- 
hibits, and other devices to show the 
merchandise to best advantage. The 
national advertising is confined to one 
line although the company contemplates 
extending national advertising to other 
lines when market and supply conditions 
are more favorable. 

An unusual feature of its selling pro- 
gram is the development and offer of a 
complete merchandise service to retail 
merchants who regard this wholesaler 
as a major buying source. A service 
bureau provides free service to those 
retailers who agree to purchase a mini- 
mum amount of merchandise each year. 
In 1946 about 1500 retailers were taking 
advantage of this service and it was ex- 
pected that the number would increase 
to a prewar total in excess of 2500. 
Among the services which the bureau 
offered were preparation of advertising 
copy and layouts for retailers, planning 
style shows, suggesting display ideas, 
writing special purpose letters and an- 
nouncements, discussion of retail pro- 
grams, management guidance, research 
and analysis, and store planning. All 
members also received a quarterly bulle- 
tin published by the bureau which con- 


tained articles and suggestions for better 
ways of solving merchandising problems. 
In addition to helping retailers with ad- 
vertising copy and layout, the bureau 
furnished free mats for advertising cer- 
tain of the products. 

At times the company had conducted 
special courses in display. While this 
had been discontinued retailers still had 
the privilege of sending men to work 
with the bureau for two weeks or longer. 
The store planning division was capable 
of undertaking a complete designing job 
for old customers who had been pur- 
chasing a certain minimum volume regu- 
larly and for new customers if they could 
provide business in locations in which the 
wholesaler wanted a good outlet. To be 
interested, the wholesaler required as- 
surance that the store when remodeled 
would produce a volume of at least 
$150,000 annually. 

7. Somewhat similar in intent and 
purposes was the program of the Hib- 
bard, Spencer, Bartlett and Company 
which distributed primarily to hardware 
stores throughout the United States. 
Lines of hardware, sporting goods, and 
paints comprising over 40,000 items 
were carried in stock in the company’s 
warehouse in Chicago. The United States 
was divided into five territories for 
purposes of sales administration, each 
of which was headed by a territorial 
sales manager. Approximately 200 coun- 
try salesmen sold in outlying territories 
while Chicago and nearby towns were 
covered by 30 city salesmen. In the en- 
deavor to improve the position of inde- 
pendent hardware retailers in compe- 
tition with the rapid growth of mail order 
houses, branch stores, variety and drug 
chains, and junior department store 
chains, the company started in the 
early twenties to build up a merchan- 
dising service the objective of which was 
to formulate and execute a cooperative 
retail program with its customers. The 
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service which was offered was intended 
to provide a basic merchandising plan, a 
stock control plan, merchandise layout 
instruction, weekly sales promotion 
plans, major storewide sales promotion 
plans, general retail counsel and advice, 
store designing assistance, and help for 
complete store modernization. Through 
this program and through training in its 
salesforce, it hoped to improve the opera- 
tion of independent hardware dealers and 
to convert some of the older independent 
hardware dealers to operating in a way 
which would prevent the diversion of 
hardware store business to other types 
of retailers. Since smaller independent 
dealers found themselves unable to em- 
ploy modern merchandising counsel on 
a satisfactory basis, they have wel- 
comed the help of this wholesaler be- 
cause it enabled them to take advantage 
of specialized service at a price which 
was well within their financial ability. 
Nevertheless, the work of the salesmen 
was basic and in fact the continuance of 
the company depended upon the careful 
selection, training, and direction of the 
sales force. Moreover, such a selling 
program tends to make all members of 
the sales force “buying advisors” who 
build good will and stability for the 
wholesale operation. 

8. Lastly, take the example of a spe- 
cialty wholesaler who distributes con- 
sumer durables, one typical of another 
large group of wholesalers, distributing 
lines of radios, washing machines, irons, 
refrigerators, home freezers, gas and 
electric ranges, steel kitchen cabinets 
and sinks, vacuum cleaners, sewing 
machines, and small electrical appli- 
ances. In each of these lines, the whole- 
sale distributor represents only one man- 
ufacturer. In 1945 the company made 
sales to goo dealers scattered through- 
out the area. Of these, some 600 were 
classified as active and half of these ac- 
counted for three-fourths of the com- 


pany’s total sales volume. Three assist- 
ant sales managers and ten territorial 
salesmen carry on the selling work 
under the supervision of a sales manager. 
The assistant sales managers at times 
act as specialists in certain products. 
Each salesman spends part of his time 
helping dealers to solve selling and mer- 
chandising problems; because of this 
individual attention the dealers feel 
themselves closely bound to the com- 
pany. The sales manager believes that 
the manufacturers recognize that such a 
relationship is the type of relationship 
which the manufacturer would wish if 
he were conducting his own branches in 
the territories. Obviously such branches 
might be very unprofitable for the man- 
ufacturer since the volume of any one 
line might well be inadequate even for a 
well managed branch. 

The volume of products which the 
company endeavored to sell through this 
sales force was partly determined by the’ 
manufacturers who insisted that repre- 
sentatives covering a regional territory 
should take a definite quota based upon 
the potentialities of a territory and 
business conditions. In part the budget 
was based upon the stage of develop- 
ment of the market for particular prod- 
ucts in the area. To supplement personal 
selling, the wholesaler used radio spots 
and newspaper ads, copy for which was 
sometimes furnished by the manufac- 
turer, many kinds of display, and direct 
advertising material provided by the 
various manufacturers. The cost and 
expense were borne in part by the 
manufacturer and only in special cases 
could part of the cost be passed on to 
the retailer. In the distribution of these 
advertised consumer durable goods, the 
total selling program provided by 
the manufacturer and funnelled through 
the wholesaler, and the advertising of the 
wholesaler were really only supplemen- 
tary and made effective by personal 
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effort of the wholesaler and his sales 
force in securing selling, maintaining, 
and improving the dealer organization. 
In fact, the success of the wholesaler is 
dependent upon doing a satisfactory sell- 
ing job for the few manufacturing sup- 
pliers—at costs sufficiently low to leave 
him a profit after discounts and expenses. 


ADAPTING SELLING TO SALES 
OBJECTIVES 


These examples ranging from the 
simple to the highly complex are typical 
of a large proportion of wholesaling in 
the manufactured goods field. No two 
operations are identical but patterns of 
sales programs appear to exist in each 
major branch of wholesaling although 
exceptions will usually be encountered. 
Basically, the major differences in sales 
programs properly arise from the dif- 
ferences in size and characteristics of the 
tasks to be performed. If the task is that 
of selling a drug product to several hun- 
dred retail stores in the local area, or 
that of selling mill or factory supplies to 
manufacturers in such a territory, the 
problems of developing a sales program 
do not bulk large. The choice of selling 
methods is limited and prime depend- 
ence must usually, although not neces- 
sarily, be placed upon personal selling. 
If the task to be examined is that of a 
large drug wholesaler covering the entire 
country, the complexity becomes im- 
mediately apparent. In addition to so- 
liciting thousands of retailers, private 
brands are developed and promotional 
programs must be set up for those spe- 
cialties which are to be promoted re- 
gionally or nationally in cooperation 
with independent manufacturers. While 
the specialty may be important to the 
wholesaler, many an independent manu- 
facturer’s existence depends on aggres- 
sive and successful selling of a single 
product or of a limited line. Therefore, 
if the drug wholesaler wishes to sell a 


tooth paste in the national market, he 
must compete with Pepsodent, Ipana, 
Dr. Lyons, Dr. West, and a host of other 
widely distributed products which are 
aggressively promoted. If the whole- 
saler aspires to a sales volume compara- 
ble to the leaders in the industry, he 
must use programs which are as elabor- 
ate and as effective. If a dry goods whole- 
saler controlling a men’s shirt factory 
wishes to achieve national distribution 
and volume sales on his controlled brand 
and make, he must compete in selling 
intelligence and aggressiveness with lead- 
ing shirt manufacturers. 

The observed differences in sales pro- 
grams focus attention upon another as- 
pect of the differences in tasks. Wholesal- 
ers who sell an extensive line cannot, 
through the salesman or advertising, 
promote aggressively every line or every 
product. In a single interview the sales- 
man can sell aggressively only a very few 
products, while the retailer must buy 
many things. In an advertisement it is 
usually considered best not to promote 
more than one or a few related products 
unless the purpose is largely that of de- 
veloping institutional prestige. The best 
type of salesmanship for an extensive 
array of product lines is that in which 
the confidence of the retailer is developed 
so that the salesman becomes a trusted 
buying advisor and his house becomes a 
trusted source of many products. With 
that as background, the salesman may 
add the functions of selling or manage- 
ment counsel on occasion. The average 
wholesale salesman can push and does 
push only a few products at an interview 
but these are secondary to the general 
effort to maintain the retailer as a gen- 
eral customer and to maintain the posi- 
tion of the house as an important sup- 
plier to the retail buyer. Even for the 
narrow line wholesale distributors, the 
need for building repeat sales, retailer 
interest, and good will must often be the 
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basic theme. Aggressive selling effort is 
needed at first to secure dealerships and 
then to maintain and develop interest 
and effectiveness in the resale of the 
franchised products. Selling effort and 
resale helps predominate although mer- 
chandising and management helps play 
their part in the work of the better 
specialized distributors. In the minority, 
on the other hand, are those wholesalers 
whose business depends primarily on oc- 
casional or one-time sales. Only there 
can the wholesaler be content with the 
traditional aggressive “pushing”’ sales- 
manship. 


PRIMARY TOOoLs OF WHOLESALE 
SELLING 


The traditional selling plan of whole- 
salers is one Ti WHICH PERC nal Setting has 
played the dominant part. For more than 
a century, the importance of personal 
contact in effecting sales by wholesalers 
has been recognized, although it was 
not until the Civil War that the travel- 
ing salesman became important. Prior to 
the Civil War and even for some time. 
after, the almost universal custom was 
for retailers and wholesalers to make 
annual or semi-annual trips to buying 
centers. Large wholesalers maintained 
salesrooms where they displayed their 
wares to visiting merchants. During thef 
buying seasons, these visiting merchants. 
were attended by clerks who worked in 
the office but who were best fitted to 
help the patrons of that establishment. 
These, together with demonstrators sent 
out to solicit visiting buyers, and those 
representatives of large jobbing houses 
sent out to get credit information and 
establish relationships with customers, 
were the precursors of the type of travel- 
ing salesmen who today dominate the 
selling programs of most types of whole- 
sale enterprises. 

Next to the almost universal use of 
personal selling by wholesalers is the use 


of samples. The salesman may carry a 
selected few in his grip or in some lines 
he may carry many trunks of samples of 
various lines and use display or sample 
rooms in local hotels to which mer- 
chants are invited. These samples are 
sometimes full-size samples for examin- 
ing, or samples of food packages to be 
consumed in the process of demonstra- 
tion. They may be full-sized garments or 
swatches of fabrics or materials, cut out 
materials, cross sections or cut out model 
of products, and the like. Furthermore- 
manuals, catalogues, photographs, other 
visual aids in selling equipment may 
accompany the use of samples or be used 
as substitutes for samples in furnishing 
information about products. The avail- 
able variety in samples and selling equip- 
ment is tremendous and often consti- 
tutes an important selling expense. For 
instance, a major item of wall paper 
wholesalers’ expense is the sample books 
furnished to retailers for use in selling 
to consumers. 

Advertising by wholesalers presents a. 
very wide range from simplest direct 
advertising pieces sent to prospective 
buyers and customers to the elaborate na- 
tional advertising campaign for a whole- 

»saler’s brand of a drug or textile product. 
Generally, however, the advertising pro- 
grams of wholesalers are simple, limited 
to direct mail, tradepaper advertising 
with institutional copy, and to miscel- 
laneous media of varying but frequently 
doubtful value. The local wholesaler who 
wishes to promote the sale of his private 
brands may go much farther in news- 
paper advertising, radio programs, or 
other local or regional media. 


ComPETITIVE PRESSURE ON WHOLE- 
SALE MARGINS 


The most important group of whole- 
salers, those who neither depend solely 
upon customer calls at the wholesaler’s 
place of business, nor engage in active 
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promotion of private brands or of owned 
or franchised products, must sell in local 
or regional areas in competition with 
direct selling manufacturers. Moreover, 
these sales must be made at costs which 
do not handicap the retailer in the prices 
he pays nor leave the wholesaler without 
profit. In a measure the independent re- 
tailer who buys from wholesalers must 
meet the competition of both those in- 
dependent retailers who buy directly 
from the manufacturer, and of the chains 
or local competitors who buy in quantity. 
The wholesaler is under pressure to buy 
at favorable price and is given limited 
legal protection. That protection does 
not extend to covering wholesalers’ 
selling expense. Only if the wholesaler 
buys in quantities which give compara- 
ble savings to the manufacturer can he 
expect, barring discount ceilings, to get 
comparable prices. Under existing con- 
ditions, wholesaler selling costs not only 
on manufacturers’ brands widely dis- 
tributed, but also on competitive prod- 
ucts, must be kept reasonably within 
the limits set by chain and other com- 
petition. But for some of this compe- 
tition, selling effort at the wholesale 
level has been practically eliminated or 
only in part supplanted by the effort of 
the manufacturer. 

The competitive squeeze on the whole- 
saler to keep costs of selling low while 
maintaining volume at satisfactory levels 
has led to several types of action in the 

earch for solution. 

(The most obvious is the improve- 
ment in the selection, training, and man- 
agement of sales force. Successful effort 
along this line reduces unit costs of 
personal selling which is usually the 
highest expense for the wholesaler. 


he second is the more careful and 
judicious use in personal selling by sub- 
stituting telephone calls or direct mail 
for a portion of the salesmen’s calls, 

3-yNext has been the approach of de- 
veloping salesmen and other representa- 
tives who are trained as advisers in es- 
tablishing a close and better relationship 
with individual retailers. Only for a few 
types of manufacturers to whom particu- 
lar retailers are of special importance is it 
possible that direct relationships can be 
profitably established and maintained. 

4.) The wholesaler has endeavored to 
make more effective use of advertising, 
either to the retailer or working with the 
retailer to the consumer. The latter 
effort has sometimes been carried on in 
conjunction with the manufacturing 
supplier, sometimes by the wholesaler 
himself in the endeavor to promote pri- 
vate brands. 
> In addition to the management ad- 
vice mentioned above, some wholesalers 
have attempted dealer training pro- 
grams, particularly for controlled lines 
in the expectation that the wholesaler 
will benefit as dealers become more 
effective retailers. 

Some wholesalers have endeavored 
to reduce the need for continuance of 
expensive selling effort by contractual 
arrangement for purchase by retailers 
and agreements by the wholesaler to 
furnish special services and sell at special 
prices to a selected group of stores. In 
the most elaborate arrangements these 
agreements create voluntary chains. 
The simpler agreements merely provide 
that retailers will continue to buy spe- 
cific lines or specific amounts in return 
for the special aids in affecting profit- 
able resale of wholesalers’ lines. 
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CHAIN STORE DISTRIBUTION VS. 
INDEPENDENT WHOLESALING 


NATHANAEL H. ENGLE 
University of Washington 


OMPETITION in the field of marketing 
C continues to focus on the perform- 
ance of functions which have tradition- 
ally belonged to the regular or independ- 
ent wholesaler. A century ago the whole- 
saler was the dominant factor in mer- 
chandise distribution. Manufacturers 
were much smaller generally than they 
are today, hence they required the sort 
of service the wholesaler had to offer. Re- 
tailers too were normally independent, 
small-scale operators who relied heavily 
on the wholesaler for the merchandise 
they sold. Direct selling or buying as we 
think of it today was practically non- 
existent for most manufactured com- 
modities. All imported commodities 
flowed through wholesalers’ hands and 
most exports were sold through whole- 
sale exporters. In the rural areas and in 
communities adjacent to agricultural 
activity, retail merchants traded directly 
with farmers, as they continue to do in 
many parts of the country. 

Today the wholesaler remains one of 
the most important links in the chain of 
distribution, but a far weaker link than 
was true in the past. His position has 
been challenged and weakened from two 
directions. (1) The expansion of manu- 
facturing into gigantic mass-producing 
industries generated pressure for ever 
increasing sales volume. The wholesaler 
was unwilling or unable to devote the 
attention to any one producer’s lines 
which the latter deemed necessary. 
Hence, manufacturers sought to short- 
circuit or side step the wholesaler by 
various means of direct selling. These 
means run all the way from advertising 


and sales promotion directed at con- 
sumers and retailers to the establish- 
ment of elaborate branch wholesale 
houses throughout the nation. (2) The 
development of large-scale retailing in 
the form of mail order houses, depart- 
ment stores, and chain systems, espe- 
cially since the beginning of the century, 
has generated pressure for direct pur- 
chasing in the hopes of securing lower 
prices. It is with the last of these, the 
chain stores, and their competitive im- 
pact on the wholesaler that this article 
is concerned. 


DIsTINCTIVE FEATURES OF CHAIN 
Store DISTRIBUTION 


Chain store distribution is charac- 
terized by centralized purchasing direct 
from producers. One or more ware- 
houses are maintained to service the 
retail stores, the number varying with 
the size of the hain. A chain store ware- 
house is similar in appearance and 
method of operation to the warehouse of 
an independent wholesaler. Usually chain 
store warehouses are more up-to-date 
than the typical regular wholesale house, 
partly because they are newer, but also 
because chain systems have had to 
pioneer in new methods in order to win 
and hold a place in distribution in com- 
petition with established marketing agen- 
cies. 

Differences in certain functions and in 
emphasis on others distinguish the chain 
store warehouse from that of the inde- 
pendent wholesaler. Chain warehouse 
operations can be geared in closely with 
those of the retail stores since the num- 
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ber of stores and their requirements are 
definitely known. Salesmen operating 
° —_— 
from chain store warehouses are essen- 
tially retail store supervisors since chains 
do relatively little selling other than 
through their own retail outlets. The 
credit function is replaced by a cash 
operation since the chains sell for the 
most part on a cash basis. On the other 


ne 


each of which normally carries but one 
line of goods. 

Chain stores made their appearance 
shortly after the Civil War, but little 
progress in most lines was noticed until 
after the turn of the century. Indeed, 
relatively little progress was recorded 
in other than variety chains until after 
World War I. By the end of the third 
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1929-1948 

y, All Food Apparel Drug Variety Hardware 

= Trades Group Group Stores Stores Stores 
1929 21.48 31.68 28.22 18.46 82.85 2.97 
1930 
1931 
1932 
1933. 26.99 38.28 30.51 25.04 gI.15 5.78 
1934 
1935 24.51 34.87 28.53 25.70 g0.78 3.86 
1936 23.37 34.20 29.43 24.98 89.66 3.64 
1937 22.36 32.65 29.76 24.75 88.43 3.68 
1938 23.31 32.69 30.45 25.57 87.56 4.08 
1939 22.76 32.85 30.40 25.59 86.79 3-97 
1940 22.38 33-42 31.12 25.96 86.47 4.09 
1941 22.40 34.60 31.48 26.30 86.46 4-20 
1942 24.40 44.27 31.67 26.13 86.42 4.48 
1943 22.66 30.41 29.43 25.27 86.38 4-54 
1944 22.31 30.17 29.84 24.22 86.07 4-27 
1945 22.39 28.96 28.79 23.28 85.07 4.07 
1946 20.99 29.69 28.87 23.57 84.66 3-83 
1947 21.40 94:91 29.31 22.79 83.78 3-56 
1948 21.43 33-99 29.89 22.70 84.76 3-33 

Derived from Tables 3-6. 


hand, the chain store warehouses must 
handle accounting records for all the 
retail stores as well as for the ware- 
house. Another distinction lies in the 
type and variety of merchandise handled. 
\\\Normally chain systems carry some- 

hat limited lines of quick moving 
staples whereas independent wholesalers 
maintain more comprehensive stocks. 
In the food field, however, chain store 
warehouses frequently carry groceries, 
meats, produce, and bakery products in 
contrast with the more specialized whole- 
sale grocers, produce wholesalers, whole- 
sale meat dealers, and wholesale bakers, 


decade of this century chain stores had 
established themselves on a firm footing. 
For the year 1929 they accounted for 
over a fifth of total retail sales. This 
overall average, however, fails to tell the 
true story since there was wide variation 
in chain store penetration among differ- 
ent retail businesses. The chains had 
achieved nearly 83% of the variety 
store sales, nearly 32% of retail food 
sales, 28% of apparel sales, over 18% 
of drug sales, and less than 3% of hard- 
ware sales. (See Table 1.) 

In dollar terms chains did $10,412 
million out of a total of $48,459 million 
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retail volume in 1929. Wholesalers in the 
same year had sales of $30,343 million. 
(See Table 2.)' Since chains buy very 
little from wholesalers, maintaining in- 
stead their own wholesale warehouses 
and centralized purchasing departments, 
it is apparent that chain store competi- 


sumption is less realistic than to assume 
that if chains had not appeared some 
other type of mass selling or direct buy- 
ing would have been developed. The 
history of marketing points to constant 
efforts to evolve new methods of doing 
old tasks. 


TABLE 2. Tota, SALEs—RetAtLers, Cuan Stores, WHOLESALERS 

















1929-1948 

Total Retail Stores Total Chain Store Sales Total Sales Wholesalers 

Year 
Millions of $ | , Bn co | Millions of $| Bll Millions of $| Fee a 

1929 48,459 100.0 10,412 100.0 3°, 343 100.0 
1930 
1931 
1932 
1933 24,517 50.6 6,618 63.6 12,950 42.7 
1934 
1935 32,791 67.7 8 ,040 77-2 18,350 60.5 
1936 38,338 79-1 8,960 86.1 22,293 73-5 
1937 42,150 87.0 9,426 90.5 25,026 82.5 
1938 38,053 78.5 8,872 85.2 21,299 70.2 
1939 42,042 86.8 9,570 91.9 23,642 77-9 
1940 46,388 95-7 10,382 99-7 26 ,606 87.7 
1941 55,490 114.5 12,434 119.4 345244 112.9 
1942 57,639 118.9 14,064 135.1 36,814 121.3 
1943 63,721 131.5 14,441 138.7 38 ,307 126.2 
1944 69,573 143.6 15,523 149.1 40, 525 133.6 
1945 76,644 158.2 16,352 157.0 43,024 141.8 
1946 100,787 208.0 21,158 203.2 56,521 186.3 
1947 118, 328 244.2 25,334 243-3 66,221 218.2 
1948 129,700 267.6 27,804 267.0 76,109 250.8 























Source: Survey of Current Business, U. S. Department of Commerce, February 1944, August 1948, September 


. 1948, January 1949, March 1949. 


tion had either reduced the potential 
volume of wholesalers or had restricted 
the expansion of their business by ap- 


proximately $8 billion.? This assumes, of 


course, that independent retailers would 
have done all the business if chains had 
not appeared on the scene. Such an as- 


1 All statistics used in this article are from the Survey 
of Current Business, U. S. Department of Commerce, 
based on data originally compiled by the Bureau of the 
Census, and the Bureau of Foreign and Domestic 
Commerce. 

2 Based on the assumption that wholesalers would 
have received the same share of the chain as of the 
non-chain business if there had been no chains. 


CHANGES IN COMPETITIVE PosITION 
SINCE 1929 


Let us then accept the facts as they 
were in 1929 and trace the changes 
which have occurred in the succeeding 
twenty years in the competitive position 
of wholesalers as influenced by chain sys- 
tems. First, the general picture will be 
examined; thereafter, four particular 
trades, food, apparel, drugs, and hard- 
ware will be analyzed. 

The period under consideration, 1929- 
1948, covers the serious depression of the 
1930’s, a brief era of partial recovery, a 
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great war, and three years of post-war 
transition. The depression cut total re- 
tail sales in two by 1933 and wholesalers’ 
sales to 42.7% of the 1929 figure. Chain 
stores fared somewhat better with a drop 
of 36%. Relative to total retail sales 


By 1937 total retail sales had recov- 
ered to 87% of the 1929 level, chain store 
sales to 90.5% and wholesalers’ sales to 
82.5%. The recession of 1938 had much 
the same relative impact on the three 
groups as had the more severe depres- 
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chain stores increased from 21.48% in 
1929 to 27% in 1933. From nearly two 
thirds of total retail sales and about 
three times chain store sales in 1929, 
wholesalers’ sales fell to little more than 
one half of total retail sales and not quite 
twice chain store sales by 1933. Thus, 
wholesalers suffered most severely from 
the depression both relatively to the 
other groups and absolutely in dollar loss- 
es. (See Figure 1 and Table 2.) 


sion earlier in the decade. Chain stores 
showed a greater resistance than all re- 
tailers, while wholesalers were hardest 
hit. 

It was not until 1940 that either of the 
three groups under discussion had recov- 
ered to the 1929 level of dollar volume. 
In that year chain store sales reached 
$10,382 million or 99.7% of 1929. Total 
retail sales stood at 95.7% of 1929, while 
sales of wholesalers lagged at 87.7% of 
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the pre-depression peak. When allow- 
ance is made for changes in the value of 
the dollar, however, it appears that chain 
stores had achieved the 1929 volume in 
1937 and that total retail sales had ex- 
ceeded the 1929 volume in 1939 by ap- 
proximately 7%. Wholesalers did not 
reach the 1929 volume until 1940 when 
they exceeded it by about 6%. 

The impact of war very speedily dis- 
sipated all remaining influences of the 
depression for wholesalers and retailers, 
chains, and independents. Chains con- 
tinued to lead in recovery through 1944 
when they reached 149.1% of their 1929 
sales. Total retail sales stood at 143.6% 
of 1929 in the same year while whole- 
salers’ sales were 133.6%. The following 
year revealed a slowing down in the rate 
of chain store growth as compared with 
total retail sales which continued 
through 1948. In 1945 and every year 
since through 1948, the rate of growth of 
total retail sales exceeded the rate of 
chain store expansion. (See Table 2 and 
Figure 1.) 

When chain store sales are analyzed on 
the basis of ratio to total retail sales, the 
turning point came in 1943 when chain 
store sales fell from 24.4% of total retail 
sales in 1942 to 22.7%. By 1948 the per- 
centage was 21.43 or slightly under the 
1929 level. 

While these figures suggest that chain 
store sales have stabilized at about their 
pre-war and pre-depression ratio to total 
retail sales, and that a saturation point 
may exist for chain store methods at 
slightly over a fifth of the total, they do 
not tell the whole story. An examination 
of individual trades is much more en- 
lightening, especially for our purpose of 
studying the impact of chain store com- 
petition on independent wholesalers. It 
may be observed from Table 2 that while 
total retail dollar sales and chain store 
sales in 1948 were both two and two 


thirds as great as in 1929, sales of whole- 
salers were but two and one half times 
their pre-depression level. Thus, whole- 
salers were not keeping pace with retail- 
ers however well they appeared to be 
doing. 


ComMPETITION IN THE Foop Group 


In the highly competitive field of food 
distribution the pattern is quite differ- 
ent from the general one just discussed. 
By 1929 chain systems had won nearly 
32% of the retail food business with 
$3,475 million out of a retail total of 
$10,967 million. Wholesalers of food prod- 
ucts did a total volume of $8,600 million 
in 1929. The incidence of the great de- 
pression was much less severe on this 
basic trade than on all retailing and 
wholesaling. Total retail sales fell by 
38%, wholesalers’ sales by 45%, while 
chain stores lost only 25% of their 1929 
levels. Thus, chain stores gained rela- 
tively from 32% to over 38% of the re- 
tail food business. By 1940 total retail 
food sales in dollar volume were nearly 
at the 1929 level while food chains were 
about 5% above 1929. Food wholesalers 
lagged with 77.3% of 1929 and did not 
regain that level until 1942. (See Table 
3.) 

War incomes stemming from full em- 
ployment coupled with inflation in many 
food lines, and despite rationing of scarce 
items, quickly precipitated expansion in 
food sales at retail. By 1942 total retail 
food sales were 40.6% above 1929, chain 
store sales were 52.1% above 1929, 
whereas food wholesalers were but 9.8% 
above the pre-depression level. Begin- 
ning with 1943 non-chain sales of food 
exceeded chain store sales in rate of ex- 
pansion, a condition which continued 
through 1946. Total retail food sales 
were 228% of 1929 in that year as com- 
pared with chain store sales of 213.6%. 
Wholesalers of food, while increasing, 
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had reached but 164.4% of 1929. Unlike 
the general pattern, food chains came 
back in 1947 and 1948 to higher relative 
levels than non-chains reaching 311.1% 
of 1929 in 1948 as compared with 290% 
for total retail food sales. Wholesalers 
had exceeded 1929 by 83.3% in 1947 and 


lion. Since chains do not buy much if any 
from wholesalers, the greater volume of 
wholesale than non-chain retail sales is 
explained by the institutional and indus- 
trial sales of wholesalers. By 1947 non- 
chain retail sales of food were $19,907 
million, while wholesalers’ sales totaled 


Tas.e 3. Foop Group Sates—Torat Retait, Cuain Stores, AND WHOLESALERS 














1929-1948 
Total Retail Chain Stores Wholesalers 
Year 
— Inde on Ind oe Ind 
Millions of $| , sane 00 | Millions of $ | , ocean .| Millions of $ | 102 Saale 

1929 10,967 100.0 35475 100.0 8 ,600 100.0 *) 
1930 7 
1931 

1932 

1933 6,776 61.8 2,594 74.6 45743 55.2 
1934 

1935 8,362 76.2 2,916 83.9 5,578 64.8 
1936 9,013 82.2 3,083 88.7 6,009 69.9 
1937 9,708 88.5 3,170 gI.2 6, 564 76.3 
1938 9,512 86.7 3,110 89.5 6,038 70.2 
1939 10,165 92.7 3340 96.1 6,189 72.0 
1940 10,906 99-4 3,645 104.9 6,649 77-3 
1941 12,576 114.7 45352 125.2 7,829 g1.0 
1942 15,417 140.6 5,284 152.1 9,445 109.8 
1943 17,075 155-7 5,193 149.4 9,935 115.5 
1944 18,540 169.1 5,594 161.0 10,422 321.2 
1945 19,727 179-9 5,714 164.4 11,089 128.9 
1946 25,005 228.0 7,424 213.6 14,136 164.4 
1947 29,584 269.8 9,677 278.5 15,761 183.3 
1948 31,800 290.0 10,810 3ll.1 p 16,038 186.5 


























Source: Survey of Current Business, U. S. Department of Commerce, February 1944, August 1948, September 


1948, January 1949. 


p= Preliminary figure from the Office of Business Economics, U. S. Department of Commerce. 


86.5% in 1948, still far below the 
achievements of the retail level. 

As a percentage of total retail sales of 
food, chain store sales have been steadi- 
ly increasing since 1945 rising from 
about 29% to 34% in 1948, which exceeds 
the 1929 ratio of 31.68%. (See Table 1.) 
In dollar terms chain stores did in 1948 
nearly as large a volume as total retail 
food sales amounted to in 1929. (See 
Table 3.) Non-chain sales of food were 
$7,492 million in 1929 whereas food 
wholesalers’ volume totaled $8,600 mil- 


but $15,761 million. Had the 1929 ratio 
prevailed, wholesalers would have had 
sales in 1947 of $22,800 million. Had 
chain store sales remained at the 1929 
ratio food wholesalers might have had an 
additional $400 million sales. Thus it ap- 
pears that chain store competition has 
been but a minor cause of the failure of 
food wholesalers to keep pace with the 
retail sales trend. (See Figure 2.) The rise 
of super-markets, many of which are in- 
dependent and few of which buy sub- 
stantially from wholesalers, probably ac- 
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counts for a substantial part of the dif- 
ference. Retailer-owned cooperatives are 
also a factor of importance. Shifts may 
also have taken place, as a result of war- 
year developments, in the institutional 


food wholesalers at the beginning of our 
period, 1929, and to have lost relatively 
more ground by 1948. In 1929 apparel 
wholesalers with sales of $1,136 million 
were some $60 million under sales of 
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Fic. 2. Food Group. Sales of All Retailers’, Chains’, and Retailers’ Indexes 1929= 100. 


and industrial phases of wholesalers’ 
sales. A further explanation lies in the 
expansion of direct selling activities of 
manufacturers through their own whole- 
sale branches and through use of public 
warehouses. 


Tue DECLINE OF THE WHOLE- 
SALER IN APPAREL 


Wholesalers in the apparel group ap- 
pear to have been less important as meas- 
ured by sales volume comparisons than 


chain stores and equivalent only. to less 
than a fourth of total retail sales. Chain 
stores accounted for 28.22% of all ap- 
parel retail sales. Unlike the food group 
and retailing generally, chains in the ap- 
parel field have not fluctuated widely 
relative to total sales. Even the depres- 
sion of 1933 increased their relative 
standing only to 30.51% of sales. By 
1948 apparel chains had achieved but 
29.89% of total retail apparel sales. (See 
Table 1.) Total retail sales in apparel 
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were reduced by the depression in 1933 
to 45.5% of the 1929 volume. Chains 
dropped to 49.2% and wholesalers to 
35-9%. Chains reached and exceeded 
their 1929 volume by 1941, total retail 
sales by 1942, and wholesalers’ sales not 
until 1943. (See Table 4.) By 1948 total 


salers appear to be losing ground rela- 
tively to the trend in their industry and 
at a rate which cannot be explained sole- 
ly by chain store growth. Apparel whole- 
salers would have had to sell $2,650 mil- 
lion in 1948 to have maintained their 
1929 relative position. Ample expansion 


TaBLe 4. AppAREL Group SaLtes—Torat Reta, Cuan Stores, AND WHOLESALERS 




















1929-1948 
Total Retail Chain Store Wholesalers 
Year 
Millions of $| , Fo 50 | Millions of $| , Ba 50 | Millions of $| , Bs a 

1929 4,241 100.0 1,197 100.0 1,136 100.0 
1930 

1931 

1932 

1933 1,930 45-5 589 49.2 408 35-9 
1934 

1935 2,656 62.6 758 63.3 613 54.0 
1936 3,102 94.3 913 96.3 684 60.2 
1937 35323 78.4 989 82.6 728 64.1 
1938 2,998 70-7 913 76.3 649 57.1 
1939 3,259 76.8 991 82.8 700 61.6 
1940 3,441 81.1 1,071 89.5 745 65.6 
1941 4,157 98.0 1,309 109.4 980 86.3 
1942 5,193 122.4 1,645 137-4 1,107 97-4 
1943 6,323 149.1 1,861 155.5 1,180 103.9 
1944 6,869 162.0 2,050 171.3 1,221 107.5 
1945 7,685 181.2 2,213 184.9 1,234 108.6 
1946 8,981 211.8 2,593 216.6 1,656 145.8 
1947 95413 222.0 2,759 230.5 2,021 177-9 
1948 9,900 233-4 2,960 247.3 p1,781 156.5 




















Source: Survey of Current Business, U. S. Department of Commerce, February 1944, August 1948, September 


1948, January 1949. 


p=Preliminary figure from the Office of Business Economics, U. S. Department of Commerce. 


sales were $9,900 million or two and one 
third times the 1929 level. Chain stores 
handled $2,960 million of this total or 
nearly two and one half times their 1929 
volume. Wholesalers with $2,021 million 
reached their peak in 1947 with 78% 
above 1929. Preliminary data for 1948 
indicate a reduction in apparel whole- 
salers’ sales to $1,781 million or 56.5% 
above 1929. A part of this drop in dollar 
sales was due to readjustments down- 
ward in wholesale prices in response to 
the first wave of post-war buyer’s resist- 
ance to inflated prices. 

In the apparel trade as in foods whole- 


in non-chain retailing of apparel took 
place to have made this gain possible, 
had apparel wholesalers been able to 
get the business. Direct selling and direct 
buying by larger retailers no doubt ex- 
plain why wholesalers have not done as 
well as they should have done. In the 
apparel trade as in the food trade and 
among wholesalers generaiiy there exists 
too much apathy to progressive mer- 
chandising. Too little use of market 
research by wholesalers leaves them un- 
prepared for the highly competitive 
struggle which lies before them, 
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Tue Srronc Position oF 

THE Druc WHOLESALER 
In the drug trade chain stores have 
shown a greater relative gain than in any 
other, rising from 18.46% of total retail 
drug sales in 1929 to 22.7% in 1948. (See 


Despite the markedly stronger show- 
ing of chains in the drug field both in dol- 
lar volume and relative to total sales, 
drug wholesalers have registered a much 
stronger growth than food or apparel 
wholesalers. Rising from $535 million 
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Fic. 3. Drug Group. Sales of All Retailers’, Chains’, and Wholesalers’ Indexes 1929= 100. 


Table 1.) Apart from a loss of less than 
15% during the depression drug chains 
have shown steady growth from $312 
million in 1929 to $840 million in 1948. 
Relative to total retail drug store sales, 
however, chain stores have been losing 
ground since 1942 when they had 
26.13% of the total. By 1948 the drug 
chains had expanded sales to 269.2% of 
their 1929 level in contrast with an ex- 
pansion of total retail drug sales of 
218.9% over 1929. 


sales in 1929 to $1,292 million in 1948, 
drug wholesalers had expanded 241.5%. 
Drug wholesalers’ sales, which were 
equivalent to about 39% of non-chain re- 
tai) drug sales in 1929 had risen to 45% 
by 1948. (See Table 5.) Thus, it appears 
that drug wholesalers were doing a much 
more effective job in the face of keener 
chain store competition than were whole- 
salers in the food or apparel trades. A 
partial explanation of this relatively bet- 
ter showing is of course the fact that the 
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great number of items, varieties, and 
brands in the drug store lines of mer- 
chandise make direct selling by manu- 
facturers, except to chains, much more 
difficult and expensive than in the food 
and apparel fields. Independent drug re- 


this article is hardware. Chains have 
made relatively little progress in this 
trade having had less than 3% of total 
retail hardware sales in 1929 and but 
314% in 1948. Chain store sales, however, 
have increased from $21 million in 1929 


Tass §. Druc Trape Sates—Torat Reta, Cuain Store, AND WHOLESALERS 
































1929-1948 
Total Retail Chain Store Wholesalers 
Year 
Millions of $| , Pr 00 | Millions of $| , ae 09 | Millions of $| , ates 

1929 1,690 100.0 312 100.0 535 100.0 
1930 

1931 

1932 

1933 1,066 63.1 267 85.6 352 65.8 
1934 

1935 1,233 73.0 317 101.6 430 80.4 
1936 1,409 83.4 352 112.8 496 92.7 
1937 1,527 90.4 378 121.2 536 100.2 
1938 1,474 87.2 377 120.8 506 94.6 
1939 1,563 92.5 400 128.2 $21 97-4 
1940 1,637 96.9 425 136.2 $91 110.5 
1941 1,821 107.8 479 153-5 653 122.1 
1942 2,185 129.3 $71 183.0 741 138.5 
1943 2,588 153.1 654 209.6 785 146.7 
1944 2,811 166.3 681 218.3 876 163.7 
1945 3,023 178.9 704 225.6 1,091 203.9 
1946 3,520 208.3 830 266.0 1,185 23%..5 
1947 3,659 216.5 834 267.3 1,279 239.1 
1948 3,700 218.9 840 269.2 p1,292 241.5 








Source: Survey of Current Business, U. S. Department of Commerce, February 1944, August 1948, September 


1948, January 1949. 


p= Preliminary figure from the Office of Business Economics, U. S. Department of Commerce. 


tailers in turn find direct buying on a 
very large scale to be impractical. Coop- 
erative buying groups have not made the 
same headway as in food retailing, hence 
drug wholesalers have had a clearer field. 
It is encouraging to observe that they 
apparently have taken advantage of 
their opportunities and made notable 
progress in maintaining and even improv- 
ing their relative standing. 


FAILURE OF CHAIN PENETRATION 
In HARDWARE 


The final group selected for analysis in 


to $80 million in 1948 or to 381% of 
1929. Total retail hardware sales mean- 
while rose but 340% or from $706 million 
to $2,400 million. Hardware wholesalers 
increased their sales slightly more than 
threefold, rising from $715 million, about 
the same as total retail sales in 1929, 
to $2,203 million—about $200 million 
under retail sales in 1948. While chain 
stores have shown substantial growth 
over the twenty year period, they repre- 
sent such a small portion of the total that 
they could have had but little influence 
on wholesalers’ business. The most prob- 
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able explanation of the relatively greater 
rise in retail than in wholesale hardware 
store sales is that retailers were com- 
pelled to diversify their lines during the 
war years and have added items not nor- 
mally carried by hardware wholesalers. 


CoNncCLUSION 


The foregoing analysis of the impact of 
chain store competition on the posi- 
tion of the independent wholesaler re- 
veals (1) that chain store competition 
made substantial inroads on business 


Tasie 6. Harpware Sates—Torat Retait, Cuain Store, AND WHOLESALERS 





























1929-1948 
Total Retail Chain Store Wholesalers 
Year 
Millions of $| Besar so | Millions of $| , Bam 50 | Millions of $| , Re * 

1929 706 100.0 21 100.0 715 100.0 
1930 

1931 

1932 

1933 311 44.0 18 85.7 340 47-6 
1934 

1935 467 66.1 18 85.7 428 59-9 
1936 576 81.6 21 100.0 $29 74.0 
1937 651 92.2 24 114.3 600 83.9 
1938 563 79-7 23 109. § 528 73-8 
1939 629 89.1 25 119.0 $92 82.8 
1940 709 100.4 29 138.1 678 94.8 
1941 903 127.9 38 181.0 893 124.9 
1942 980 138.8 44 209.5 943 131.9 
1943 go2 127.8 41 195.2 876 122.5 
1944 I ,007 142.6 43 204.8 1,028 143.8 
1945 1,177 166.7 48 228.6 1,145 160.1 
1946 1,826 258.6 70 333-3 1,809 253.0 
1947 2,217 314.0 79 376.2 2,179 304.8 
1948 2,400 339-9 80 381.0 Pp 2,203 308.1 











1948, January, 1949. 


Source: Survey of Current Business, U. S. Department of Commerce, February 1944, August 1948, September 


p=Preliminary figure from the Office of Business Economics, U. S. Department of Commerce. 


Shortages of many hard lines have also 
contributed to the slower progress of 
hardware wholesalers. In normal years 
hardware wholesalers sell substantial 
quantities to small manufacturers and 
other industrial consumers in addition to 
sales to retailers. This type of business 
was no doubt disturbed by the war-cre- 
ated shortages, rationing, and allotment 
programs for many metal products. 
Hardware wholesalers have nevertheless 
made better progress than wholesalers 
generally. They, too, have found it nec- 
essary to diversify their lines and add 
many items not carried before the war. 


that independent wholesalers might have 
been expected to have had during the 
first three decades of this century; (2) 
that chain store competition appears to 
have reached its practical limits in most 
trades by 1929; (3) that where whole- 
salers have continued to lose ground, as 
in the food and apparel lines, chain store 
competition has not been a major factor. 

Other competition such as direct sell- 
ing by manufacturers to retailers through 
public warehouses and their own factory 
branches, as well as the growth of re- 
tailer cooperatives, super markets, and 


in some trades and in limited areas the 
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growth of consumer cooperatives, have 
cut in more heavily on independent 
wholesalers’ business than have the 
chains. A few progressive wholesalers 
have met this challenge by moderniza- 
tion of plant and equipment. One story 
warehouses with palletized handling of 
merchandise have proved to be much 
more effective and economical than older 


methods. Few wholesalers have realized 
the advantages of market research and 
its potentialities for solving their prob- 
lems. In a field as dynamic and keenly 
competitive as distribution, independent 
wholesalers can only survive by taking 
full advantage of modern methods of 
meeting competition. 
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LEGAL ASPECTS OF WHOLESALING 


SIEGFRIED F. HARTMAN 
of the New York Bar 


Eprror’s Note: This manuscript, received May 11, 
1949, evaluates the law only up to that date. 


aM ATKINS, a Manhattan saloon- 

keeper, in the fullnes of his consid- 
ered judgment, determined that the time 
was propitious for a downward revision 
in his prices. Not without fanfare he an- 
nounced that the price of a seven ounce 
glass of beer at Sam Atkins’ Bar would 
be reduced from ten cents to five. Nickel 
beer once more reared its thirst-quench- 
ing head in the confines of the nation’s 
largest city. 

The reaction was instantaneous. The 
consumers lined up three deep before the 
bar ready to consume. The Barkeepers’ 
Union, discovering Atkins to be non- 
union, threatened a strike. Wholesalers 
and brewers, fearing price war, and also 
afraid of cut-throat competition, refused 
to supply Sam Atkins with beer. The af- 
fair created a nine-day wonder and has 
since subsided into oblivion.! 

But, with the ludicrous aspects of the 
incident put to one side, there remain, 
underneath the foam or froth of a news- 
worthy item, serious legal overtones for 
wholesalers generally. May a wholesaler 
refuse to sell to retailers if they engage in 
price wars or if they undercut the prices 
of competitors? If a wholesaler may re- 
fuse to sell, may he then combine with 
other wholesalers so that, by agreement, 
none of them will sell to a price-cutting 
retailer? If they may not do either or 
both of these things legally, what re- 
course has the retailer against the whole- 
saler? Does the government have any 


1 For an example of the interest roused by this case 
see the editorial comment in Life Magazine, April 4. 
1949 at page 44. 


interest in the matter? And what of the 
consumer? 

These questions lead us to the broader 
consideration of the legal aspects of 
wholesaling, the topic assigned to the 
author—it was not chosen by him. He 
would not have been so presumptuous as 
to claim ability to encompass so encyclo- 
pedic a subject within the scope of 5,000 
words. It seems fitting that this article be 
confined to legal problems which are 
peculiar to wholesalers, namely, the ex- 
tent to which the general law, and gov- 
ernment through its legislative, execu- 
tive, and administrative functions, can 
help the wholesaler maintain his position 
as defender and protagonist of small bus- 
iness. 


THe WHOLESALER AS CHAMPION 
OF SMALL BUSINESS 


As the protagonist of small business, 
the wholesaler can ill afford to alienate 
the petty retailer as exemplified by Sam 
Atkins. Nor is the good will of the con- 
suming public to be alienated either. To 
this extent the law aids the wholesaler by 
reminding him that combinations in re- 
straint of trade whether through monop- 
oly, price-fixing, trade association con- 
trol over the members of thé industry, or 
through other methods are a violation of 
law.? These laws, known broadly as the 
Anti-Trust laws, have been modified 
over the course of years in recognition of 
the fact that their stringent application 
to wholesaler and retailer would result 
in their eventual destruction at the 
hands of new and inimical forms of dis- 
tribution. 


2 Sherman and Clayton Anti-Trust Acts, 15 U.S.C, 
_§1 et seq. 
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Before the evolution of the much dis- 
cussed “‘direct list” the wholesaler, of 
course, rendered his valuable economic 
service to all retailers, large and small 
alike. Since, however, the entry into the 
field of distribution of the chain store, 
the super-market, and other retail opera- 
tions of a magnitude to command the 
prerogatives of direct purchase from the 
manufacturer, the wholesaler has as- 
sumed a new and vitally important func- 
tion in our industrial economy. Today, 
besides playing the orthodox and indis- 
pensable role of providing the most effi- 
cient and economical channel for the flow 
of goods from manufacturer or producer 
to retailer, the wholesaler is now the prin- 
cipal bastion for the protection of the 
small independent merchant from the 
aggressive and destructive competition 
of these new octopus types of retail dis- 
tribution. 

It would be disingenuous to assert 
that in this role the wholesaler is altruis- 
tic. He is not. He recognizes that the 
existence of the small independent retail- 
er is necessary to continue his own life in 
business. In his efforts to preserve the 
small independent retailer the whole- 
saler is simply pursuing his own interests 
because without the small independent 
retailer, his only customer, the whole- 
saler must go out of business. 

It is interesting, therefore, to consider 
the extent to which the wholesaler has 
been able to enlist the cooperation of 
government and the law in this cause. 


GOVERNMENT REGULATION 
OF TRADE CHANNELS 


Government in this country has done 
much more than merely to give lip serv- 
ice to the importance of preserving the 
small independent businessman as one of 
the cornerstones of our democratic in- 
dustrial system. 

The Robinson-Patman Act insists 


upon substantially equal treatment of all 
customers, large and small. It is intended 
to protect the small businessman against 
the machinations of his large competi- 
tors who may seek special prices or re- 
bates or kickbacks by reason of their 
importance as large purchasers. In this 
field the Federal Trade Commission has 
been particularly active, and a body of 
law has been built up which seems to be 
progressively rendering more precarious 
the position of unscrupulous competitors 
who endeavor to seek price differentials 
and advantages. 

Then, too, statutes legalizing resale 
price maintenance have been adopted in 
45 states and have been implemented by 
Congress in the Miller-Tydings Act so as 
to eliminate any legal impediment under 
the Federal Anti-Trust Laws. Statutes 
aimed at establishing minimum whole- 
sale and retail prices as regards all com- 
modities, or certain classes of commodi- 
ties (the Unfair Sales Acts and the Un- 
fair Practices Acts), have been enacted 
in 31 states. There are now pending 
before the Congress several bills the pur- 
pose of which is to prevent the evasion 
of those acts under cover of operations in 
interstate commerce. All of this legisla- 
tion redounds greatly to the interest of 
the small independent merchant. One of 
its most important results is the elimina- 
tion of the vicious loss-leader practice, 
which, from time to time, particularly in 
a buyers’ market, threatens the very ex- 
istence of the small independent mer- 
chant. 


OVERLAPPING OF DISTRIBUTION 
FUNCTION 


Each of these topics will be taken up 
in its turn, but before proceeding to do 
so, perhaps some little time may be prof- 
itably spent in delineating certain fairly 
obvious facts which should not be neg- 
lected because of their obviousness. 
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“Wholesaler,” pontificate the authors 
of a noted textbook on marketing, “‘are 
those who assemble goods for resale to 
retailers.”* Having said this, they have 
said very little. Wholesalers are much 
more and much less. 

Anyone with experience in the field 
knows that in wholesaling there are in- 
numerable gradations and variations of 
functions. “There are full line and short 
line wholesalers, service wholesalers, 
cash and carry distributors, drop ship- 
pers, mutuals, cooperatives, desk jobbers 
and many others.’ On the other hand, 
while some wholesalers confine them- 
selves to certain specialized segments of 
the activity, others have taken part in 
that economic blending and overlapping 
of functions so characteristic of our mod- 
ern business structure. Thus a wholesaler 
may sometimes act as a retailer, a retail- 
er will take on wholesaling functions, pri- 
mary distributors will sell to retailers as 
well as wholesalers, and manufacturers 
may often overleap the entire chain to 
sell directly to the retailer.® 


Tue Law anp NorMAL 
TRADE CHANNELS 


Thus viewed, to speak of the law of 
wholesaling is to speak in vacuo. There is 
no such thing. But there are legal as- 
pects to wholesaling. True, these legal 
aspects are not exclusive to the field of 
wholesaling; they affect retailers, pri- 
mary distributors, and manufacturers as 
well. More properly, they should be 
called the legal aspects of our economic 
system, and the laws affecting whole- 
salers should be viewed as but one phase 
of the entire configuration. 


8 Clark and Clark, Principles of Marketing 207 (1942). 

4 George, “Business and the Robinson-Patman Act” 
4 Law and Contemporary Problems 392, 395 (1937). 

5 For a discussion of the interweaving of the different 
functional classes see Shniderman, The Tyranny of 
Labels, 60 HARVARD LAW REV. $71 at 575 (1947). 


Basic then to our study is the recogni- 
tion that the law of the United States 
sets up the ideal of private initiative and 
individual enterprise as a positive good 
and a goal to be achieved and main- 
tained. Said a great judge of the Circuit 
Court of Appeals 


“It is possible, because of its indirect social 
or moral effect, to prefer a system of small 
producers, eath dependent for his success 
upon his own|skill and character, to one in 
which the great mass of those engaged must 
accept the dir¢ction of a few. These consider- 
ations which we have suggested only as pos- 
sible purposes of the Act, we think the de- 
cisions prove |to have been in fact its pur- 
poses ... there are some contracts restrict- 
ing competition which are unlawful, zo mat- 
ter how beneficent they may be; no industrial 
exigency will justify them; they are absolutely 
forbidden. Chief Justice Taft said as much of 
contracts dividing a territory among pro- 
ducers, in the often quoted passage of his 
opinion in the Circuit Court of Appeals in 
United Stateg v. Addyston Pipe & Steel Co., 
6 Cir., 85 F. 271, 291, 46 L.R.A. 122.6 


To this ¢nd, the Sherman and the 
Clayton Anti-Trust statutes were enact- 
ed and have, since their formulation, re- 
ceived copjous interpretation at the 
hands of the courts and the commenta- 
tors. But it/was found, despite the good 
intentions with which these laws were 
brought forth, that in its operation, the 
law reacted] against the very persons it 
was designed to protect. With the 
growth of the great retail chain stores 
stretching across great sections of the 
continent and the almost concurrent im- 
pact of the great depression following 
1929, the country was faced with the 
prospect of the possible destruction of 
the small independent retailer as well as 
the wholesaler who supplied him. Recog- 
nizing this danger, the laws governing 







* Judge Learned Hand in United States v. Aluminum 
Corp. of America, 148 F. 2d 416, 427 (C.C.A. 2d, 1945). 
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economic relations were modified in a 
number of important respects. It is these 
modifications that form the basis for 
this article. 


THE RosBinson-PATMAN Act 


Among other things, the Clayton Act 
of 1914 prohibited price discrimination 
except when based on grade, quality, or 
quantity. As construed’ it operated to 
favor the large purchaser as against the 
small one, the chain store over the whole- 
saler. 

The Robinson-Patman Act was an at- 
tempt to remedy that situation by nar- 
rowing down the number of exceptions 
to the prohibitions against price discrim- 
ination. Under the Clayton Act the 
discount allowance to a large purchaser 
need have no relation whatsoever to the 
seller’s savings on costs. Moreover, the 
Clayton Act did not prevent indirect 
price discrimination through the use of 
so-called “brokerage commissions” or 
“advertising discounts” which were 
nothing more than a rebate or kickback 
to the large purchasers. The Robinson- 
Patman Act attempted to remedy these 
evils by eliminating quantity as a sole 
basis for the granting of a discount and 
by prohibiting all forms of indirect price 
discriminations. 

The elimination of quantity as a sole 
basis for a discount does not mean that 
a seller may not charge less when he sells 
greater quantities. But it does mean that 
he cannot charge less decause he sells 
greater quantities. If by selling larger 
amounts he effects savings in his costs he 
may pass that saving on to his custom- 
ers in the form of a discount that reflects 
the savings involved in quantity purchas- 
es; but the discount may be no greater 
than the savings effected. 

7™See Mennen Co. v. F.T.C., 288 Fed. 774 (C.C.A. 


ad, 1923); Van Camp v. American Can Co. (1929) 278 
U. S. 245. 


Note that this Act prohibits the 
above discriminations “where the effect 
of such discrimination may be substan- 
tially to lessen competition or tend to 
create a monopoly in any line of com- 
merce, or to injure, destroy, or prevent 
competition with any person who either 
grants or knowingly receives the benefit 
of such discrimination, or with custom- 
ers of either of them,’’® 


Price DiscRIMINATION AND 
Injury TO COMPETITION 


To what extent must the price discrim- 
ination substantially lessen competi- 
tion so as to invoke the sanctions of the 
Act? That question was before the Su- 
preme Court of the United States last 
year in the case of Morton Salt Co. v. 
Federal Trade Commission.® In that case, 
the Federal Trade Commission found 
that the Morton Salt Company was dis- 
criminating in its use of discounts, re- 
bates, znd allowances against some of its 
wholesale customers in favor of others. 
The Company contended that even if it 
did so discriminate, the Commission had 
no power over it since the alleged discrim- 
ination would not have substantially 
injured competition. “To support this 
argument, reference is made to the fact 
that salt is a small item in most whole- 
sale ... businesses... .” 

Justice Black, speaking for the ma- 
jority of the Court, rejected this conten- 
tion saying: 

“Congress intended to protect a merchant 
from competitive injury attributable to dis- 
criminatory prices on any or all goods sold 
in interstate commerce, whether the partic- 


ular goods constituted a major or minor por- 
tion of his stock. ... 

“Furthermore, in enacting the Robinson- 
Patman Act Congress was especially con- 
cerned with protecting small businesses 


15 U.S.C. §13(a). 
* 334 U. S. 37 (1948). 
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which were unable to buy in quantities, such 
as the merchants here who purchased in less- 
than-carload lots. To this end it undertook 
to strengthen this very phase of the old 
Clayton Act.... 

“,.. ‘the statute does not require that the 
discriminations must in fact have harmed 
competition, but only that there is a reason- 
able possibility that they “may” have such 
an effect’.’’!° 


Thus it can be seen that a violation of 
the Act occurs not only when competi- 
tion is injured by price discriminations 
but also when there is a reasonable pos- 
sibility that competition will be injured 
thereby. 

The Federal Trade Commission, as the 
agency primarily entrusted with the en- 
forcement of the Robinson-Patman Act, 
has taken the position that there are 
three types of competition which the 
statute seeks to preserve. 


Primary Line CompETITION 


First of all there is primary line com- 
petition. This occurs when the seller 
makes or receives an illegal price discrim- 
ination tending to injure the seller’s 
competitors. The case of Muller v. Fed- 
eral Trade Commission" is an interesting 
example of this. 

Three firms, Muller, Franck, and 
Schanzer, produced all the chicory used 
commercially in the United States. Mul- 
ler and Franck were both owned by the 
same financial interests and Schanzer 
was their only competitor. By falsely 
representing to the railroads that certain 
of its cars contained only chicory, Muller 
obtained substantially lower freight 
rates than those allowed to its competi- 
tor Schanzer. In so doing, the court held, 


10 See also Corn Products Co. v. F.T.C., 324 U. S. 
726, 742. 

M142 F. 2d 511 (C.C.A. 6, 1944). For other examples 
see, Midland Oil Corp. v. Sinclair Oil Corp., 41 F. Supp. 
436 (D.C. 111., 1941); Moss v. F.T.C., 155 F. 2d 1016 
(C.C.A, 2, 1946). 


they were violating the Robinson-Pat- 
man Act. Moreover, Muller sold its pre- 
mium chicory to certain wholesalers at 
prices lower than standard chicory was 
being sold to other wholesalers. The 
wholesalers thus favored were those who 
operated within the area in which Schan- 
zer was in competition with Muller. The 
Commission found that the discrimina- 
tion practiced by Muller between its cus- 
tomers, though it did not tend to injure 
competition amongst the customers, did 
tend to injure Schanzer, Muller’s com- 
petitor, and was therefore a violation of 
the Act. This finding was upheld by the 
court. 


SeconD Line ComPETITION 


A violation of second line competition 
occurs when the illegal discrimination 
tends to have an injurious effect not on 
the seller’s competitors as in primary line 
competition but on the purchaser’s com- 
petitors. The Morton Salt case discussed 
above is a good example of this. In that 
case Morton Salt allowed greater quan- 
tity discounts on carload lots to certain 
wholesalers than to others.” This is the 
most common form of price discrimina- 
tion and has given rise to a number of 
problems. Not the least of these is the 
problem of the functional discount. 

Functional discounts are reductions in 
price depending on the status or classifi- 
cation of the customer. Thus the sale of 
carpet sweepers to retailers at 15% dis- 
count and the sale of the same item to 
wholesalers at 20% discount is not a vio- 
lation of the law since these different 
customers of the seller perform different 
distributive services and are not in com- 
petition with each other.” 

A seller, therefore, can charge different 
prices to different customers when the 

12 334 U. S. 37 footnote 5 (1948). 


13 Bissell Carpet Sweeper Co., 1 C.C.H. Trade Reg. 
Serv. 2212.372. 
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customers do not compete with each 
other. But he must take care to see that 
they actually do not compete. In the 
American Art Clay case“ a manufac- 
turer of crayons sold to some of his cus- 
tomers at a lesser price than to others by 
designating such customers as “‘whole- 
salers” or “jobbers.” These so-called 
“wholesalers” were in competition with 
other customers of the manufacturer 
who sold at retail. The manufacturer 
was held to have violated the Robinson- 
Patman Act. Similarly, a primary dis- 
tributor of gasoline who sold to a large 
retail dealer at wholesale prices was held 
to have discriminated in price in a man- 
ner tending to injure competition.” 

An interesting case of this sort was 

. before the Federal Trade Commission in 
1939 involving the Nutrine Candy Com- 
pany. The commission found that the 
company was moving customers from 
one functional class to another without a 
true regard for the customers’ proper dis- 
tributive status. 

This case also raised another question 
not directly germane to the point dis- 
cussed here but nevertheless interesting 
as a quaint reminder of another mer- 
chandising day The wholesaler distrib- 
uting this candy offered it for sale on a 
punchboard-lottery basis. The sign over 
the boxes of candy read as follows: 


Try Your Luck 

1¢ to 39¢ 

Everybody Wins 

A Full 1 Pound Box 

Home Style 

Chocolate Covered Cherries 


It was held that the sale of candy by this 


4 36 F.T.C. 463, 466 (1944). 

% American Oil Co., 29 F.T.C. 857 (1939); for other 
cases see eg. Sherwin Williams Co., 36 F.T.C. 25 (1943); 
Hansen Inoculator Co., 26 F.T.C. 303 (1938); Standard 
Oil Co., case $9211 (C.C.A. 7, 1946) F.T.C. docket 
#4389, C.C.H. Trad. Reg. Serv. Par. 13, 447. 

6 Reported in 30 F.T.C. 115 (1939). 


method contravenes the public policy of 
many states and is offensive to the sell- 
er’s competitors as an unfair method of 
competition. By way of post-script, do 
any of the readers of this article know 
where the writer can get a one pound box 
of home-style chocolate covered cherries 
these days for thirty-nine cents? 

But to return to our topic, the whole- 
saler’s problem of coping, on behalf of his 
retail customers and himself, with the 
competition of the direct buyers would 
be largely solved if he could demand of 
his suppliers a functional discount fairly 
representative of the distributive service 
which he performs. Unfortunately for 
him, while functional discounts are per- 
missible under the Robinson-Patman 
Act, they are not mandatory. Yet philo- 
sophically and from the standpoint of 
economics, there is, in such a situation, 
price discrimination just as real and just 
as destructive when permissible func- 
tional price differentials are not availed 
of as when discriminatory prices are ac- 
tually charged between two direct com- 
petitors. Put in another way, the manu- 
facturer who charges the identical prices 
to wholesalers and large direct-buying 
retailers is realistically establishing price 
discrimination against the wholesaler’s 
retail customers. 


TuirD Line ComMPETITION 


So far we have not been able to con- 
trive a pattern of legislation under which 
a functional price differential can be 
made mandatory. For the time being 
that problem has proven baffling. A solu- 
tion suggested from any source would be 
welcome indeed. By whatever technique 
mandatory functional discounts may 
ever be incorporated into law, provision 
will have to be made against abuse of the 
preferential functional discount receiv- 
able by the wholesaler. Otherwise the 
mandatory functional discount may be 
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found to run head on into what we now 
come to in this discussion, namely, third- 
line competition. 

Third-line competition is by far the 
most difficult form to grasp conceptu- 
ally. It involves the competition be- 
tween a buyer and a third party who pur- 
chases from another who also buys of the 
same seller. 

For example, let us suppose that 4 is 
a processor of gasoline. He sells gasoline 
to X, a retailer, at 7 cents a gallon. He 
also sells to Y, a wholesaler at 5 cents a 
gallon. So far there is no violation of law. 
A may legally sell to retailers and whole- 
salers at different prices since the whole- 
saler may have the benefit of the func- 
tional discount discussed above. 

Now suppose that Y, the wholesaler, 
sells to Z, another retailer, at 6 cents a 
gallon. Retailer Z is then getting his gas- 
oline one cent cheaper than X and has a 
competitive advantage over him. The 
facts posited in this hypothesis are a 
paraphrase of the facts in the Standard 
Oil of Indiana case where it was held 
that this constituted a violation of the 
Robinson-Patman Act." 

It can be seen that this places the un- 
happy manufacturer or primary distrib- 
utor in an unenviable position when he 
sells both to retailers and wholesalers. 
The cases suggest that there are only two 
ways out of this dilemma. Either he may 
sell only to one class of customers—re- 
tailers or wholesalers, but not both,'* or 
else he may sell to all retailers at the 


17 For a complete report and analysis of this case, 
see Haslett, Price Discriminations, 46 MICHIGAN LAW 
REV. 450, 462 (1948). The Morton Salt case discussed 
at page XXX supra is the converse of this situation. 
There the retail chain store purchasing in 50,000 case 
lots received an unfair advantage over the small retailer 
who purchased from the wholesaler who bought of 
Morton Salt Company in carload lots only and could 
not get the larger discounts available to purchasers of 
50,000 case lots. 

18 Shaw v. Wilson-Fones, 105 F. 2d 331. 


price set by the wholesalers.® Neither is 
a particularly appetizing solution and 
the law may well be changed on this 
point with regard to third line competi- 
tion.”° 

If functional discounts should ever be 
made mandatory by statute, the law will 
evidently have to provide that the func- 
tional discount may not be used so as to 
result in different or discriminatory 
prices as between retailers purchasing 
the same commodity. 


InpIREcT Price DiscRIMINATION 


Within any of the three categories of 
competition as mapped out by the Com- 
mission, unfair discrimination is prohib- 
ited. Besides the direct methods of price 
discrimination already mentioned there 
are a number of indirect forms of discrim- 
ination that both the courts and the 
Federal Trade Commission frown on. 
Sellers may not discriminate by granting 
more favorable sales conditions to some 
purchasers than to others," nor may 
they give free goods to some purchasers 
and not to others.” In some cases sellers 
have given freight allowances to a few 
purchasers while denying it to the rest.” 
In others the favored purchaser was 
given the privilege of returning deteri- 
orated goods.* Another method involves 
paying the favored customer excessive 
amounts for alleged advertising and 
merchandising services never actually 
performed.” 

A common method of distribution in- 
volving price discrimination is_ the 
basing point system and the variations 


19 Bird and Son, Inc. 25 F.T.C. 548 (1937). 

20 See, for example, the lengthy dissent of Com- 
missioner Mason reported in C.C.H. TRADE REG. 
SERV. Par. 13,447. 

2 Corn Products Co. v. F.T.C., 324 U. S. 726 (1945). 

2 Republic Yeast Co., 33 F.T.C. 70! (1941). 

% Master Lock Co., 27 F.T.C. 982 (1938) 

* Agricultural Laboratories, 26 F.T.C. 296 (1938). 

* % Miami Wholesale Drug Corp., 28 F.T.C. 485 (1939). 
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thereon devised by some sellers to 
meet the judicial strictures against bas- 
ing points. The use of the single basing 
point whereby all buyers must pay the 
price of goods as though delivered from 
a single city was declared to be a viola- 
tion of the Robinson-Patman Act in the 
companion cases Corn Products v. F.T.C. 
and F.T.C. v. Staley. Attempts to avoid 
the impact of those decisions by the use 
of more than one city as a basing point 
have met with little success in the courts.?” 


ALLOWABLE Forms OF PRICE 
DiIscRIMINATION 


But this is not to suggest that all 
forms of price discrimination are pro- 
scribed by the statute. Reference has 
already been made to functional dis- 
counts which are permissible where not 
injurious to competition. Similarly a 
quantity discount reflecting cost savings 
is legal if the quantity is delivered as 
part of a single order** but where the 
discount is based not on the quantity of 
the individual order but on the aggre- 
gate amount ordered over a period of 
time, then it is bad as a violation of the 
act.2® And, of course, where the goods 
are of different grade and quality or 
where the discrimination is made in 
order to allow for differences in the cost 
of manufacture, sale, or delivery result- 
ing from the different methods in which 
the goods are sold or delivered, the Act 
permits price differentials. 

An interesting point arises in connec- 
tion with the exception based on goods 
“of different grade and quality” as 


% 324 U. S. 726, 324 U. S. 746. 

37 Cement Institute v. F.T.C., 333 U. S. 683 (1947); 
Ft. Howard Paper Co. v. F.T.C., 156 F. 2d 899 (C.C.A. 
7, 1946); Milk and Ice Cream Can v. F.T.C. 152 F. 2d 
478 (C.C.A. 7, 1946). In a case not yet reported, the 
United States Supreme Court has very recently con- 
firmed its attitude on this subject. 

°8 Kraft-Phenix Cheese, 25 F.T.C. 537 (1937). 

29 Caradine Hat Co., 39 F.T.C. 86, 90 (1944). 


found in the statute. Are different brands 
of the same goods different grades and 
qualities even though the branded goods 
are of substantially the same specifica- 
tions? For example, if 4, wholesaler, 
sells to B, retailer, X brand of 1st quality 
canned pears at ten cents a can, must he 
sell to C, retailer, Y brand of 1st quality 
canned pears also at ten cents a can or 
may he sell Y’s canned pears to C at a 
cheaper rate? Although there are no 
cases on this point, the Federal Trade 
Commission has taken the position that 
different brands are of different grade 
and quality and there is no liability if 
a wholesaler sells these brands to cus- 
tomers at varying prices for each brand 
even if he sells only a different brand to 
each customer.*® 

The Act further provides that where 
the price discrimination was due to 
changing conditions affecting the mar- 
ket, such as the deterioration or obsoles- 
cence of goods, discontinuance of the 
business in the goods concerned, distress 
sales under court process, or the neces- 
sity to meet in good faith an equally 
low price of a competitor, such discrimi- 
nation shall not constitute a violation 
of the law. 

This briefly is the state of the law with 
regard to the Robinson-Patman Act. 
Intended to correct some of the inade- 
quacies of the Clayton Act, it has in a 
large measure done so. Intended as a 
curb on the large retail chains, it has in 
part performed that function too. Of 
course, it has given rise to difficulties, but 
the advantages gained from the statute 
far exceed the disadvantages. 

It has to an extent aided the whole- 
saler and the retailer against the com- 
petition of the enormous retail distribu- 


% Flaslett, supra note 17 at 462. 

% See F.T.C. v. Staley Mfg. Co., 324 U. S. 746 
(1945); statement of Congressman Utterback, 80 
CONG. REC. 9418 (1936). 
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tion agencies. But it is felt that the law 
does not go far enough. Even though 
chain organizations can no longer take 
advantage of the pressure they can im- 
pose on the wholesalers and primary dis- 
tributors, it has been found that in prac- 
tice they can undersell the average re- 
tailer on most brand products. In an 
attempt to counteract this condition, 
various types of legislation have been 
proposed and extensively adopted. These 
statutes are severally known as the Trade 
Acts, the Unfair Sales Acts, and the 
Unfair Practices Acts. 


Tue Farr Trape Acts 


At this writing, almost every jurisdic- 
tion with the exception of Texas, Mis- 
souri, Vermont, and the District of 
Columbia has a Fair Trade Act. Cali- 
fornia, being the first state to enact such 
legislation,» may well be studied as a 
model since much of the subsequent 
legislation has been based on it. As a 
matter of fact, the California law has 
been so faithfully recopied in other states 
as to include several grammatical errors 
which slipped by the solons of California 
and were religiously perpetuated in the 
law of other jurisdictions. 

Be that as it may, the basic provisions 
of the California law are contained in 
that paragraph* which provides: 


“No contract relating to the sale or resale 
of a commodity which bears, or the label or 
container of which bears the trademark, 
brand, or name of the producer or owner of 
such commodity and which is in fair and 
open competition with commodities of the 


* For the status of Vermont law on this point see 
2 C.C.H. TRADE REGULATION SERVICE, Par. 7096. 

* The California statute was first enacted in 1931 and 
has been since modified in 1941. 2 C.C.H. TRADE REG. 
SERV. Par. 8064.001. 

* Calif. Business and Professions Code, Ch. 3, Part 
2, Div. 7, §16902(a) ef seg. 


same general class produced by others vio- 
lates any law (should the contract contain a 
clause to the effect that) ... the buyer will 
not resell such commodity except at the 
price stipulated by the vendor (or that) the 
vendee ... require the person to whom he 
may resell ... to agree that he will not, in 
turn, resell except at the price stipulated by 
such vendor.” 


Note that this act makes legal not 
only a contract to maintain resale prices 
but binds also a non-contracting distrib- 
utor to maintain the resale price set by 
the seller.** Note also that the statute is 
sufficiently broad to allow any vendor 
to make such a resale price maintenance 
contract with any vendee and is not 
restricted to a vendor who is the owner 
of the mark or brand.* It had been held 
by the United States Supreme Court 
that these provisions are not unconstitu- 
tional as applied in intrastate commerce™ 
but it had also been held that, despite 
state laws, these agreements were in- 
valid in interstate commerce as a violation 
of the Sherman Anti-Trust law.** 

Consequently, there was much agita- 
tion to amend the Sherman Act. De- 
spite considerable opposition, some of it 
coming from President Roosevelt him- 
self, the Sherman Act was amended in 
1937 by the Miller-Tydings Act which 
legalized resale price agreements in inter- 
state commerce where the State law, 
under which such agreements were made, 
legalized the contracts.*® 

% F, §. DeVoin v. W. T. Grant Co. (Cal. Super. Ct., 
Los Angeles Cty.) 2 C.C.H. Trape rec. serv. Par. 
8064.48. 

*® Parrott & Co. v. Somerset House, Inc. (Cal. Super. 
Ct., Los Angeles Cty.) 2 C.C.H. TRADE REG. SERV. 
Par. 8064-65. 

87 Old Dearborn Distributing Co. v. Seagram Distillers 
Corp., 299 U. S. 183 (1936). 

% Dr. Miles Medical Co. v. John D. Park & Sons 
Co., 220 U. S. 373 (1911); U. S. v. Millinery Quality 
Guild, Inc., 1 C.C.H. TRADE REG. SERV. Par. 1250.127 


(1934); Oppenheim & Co. v. F.T.C. 5 F. 2d 574 (1924). 
% The Act cautiously provided, however, that such 


. resale price agreements are not lawful when made 
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STATE Farr TRADE Laws 


Following the legislation, a spate of 
bills was introduced into state legisla- 
tures permitting resale price agreements 
so that now, as previously mentioned, 
only Texas, Missouri and the District of 
Columbia are without such statutes. Not 
all the laws are the same though they 
do generally follow the pattern outlined 
with regard to California. 

All states authorizing resale price 
contracts make them binding on non- 
contracting parties. Arizona, California, 
Colorado, Illinois, lowa, Kentucky, Lou- 
isiana, Maine, Massachusetts, Michigan, 
Mississippi, New Hampshire, New Jersey 
New Mexico, New York, North Dakota, 
Ohio, Oklahoma, Pennsylvania, Rhode 
Island, South Carolina, Tennessee, 
Washington, and Wisconsin all permit 
persons other than the owner of the mark 
or his authorized distributor to establish 
retail prices. The others do not. 

In all states, a contracting party may 
sell below the resale price under certain 
conditions. Of course, the conditions 
vary from state to state. But the most 
common exceptions are in the cases of 
closing out sales (often only after notice 
and an opportunity to repurchase has 
been given to the producer or distributor) 
or in the case of damaged or deteriorated 
goods where the public is advised of the 
damage or deterioration, or where the 
sale is made by order of the court. An- 
other commonly found exception allows 
for resale below the agreed price where 
the brand mark, trade name or other 
identifying symbol has been obliterated 
or removed. 





between manufacturers, between wholesalers, between 
retailers, or between any other group in competition 
with each. other. Thus a resale price agreement is not 
lawful when it forms a part of a larger agreement in 
restraint of trade. United States v. Bausch and Lomb, 
45 F. Supp. 387, affirmed 321 U. S. 707. 


THE FOURNAL OF MARKETING 


One important problem may create a 
pitfall for certain unwary states. The 
Miller-Tydings amendment to the Sher- 
man Act legalizes the setting of “mini- 
mum prices.” A number of states, how- 
ever, go further and legalize the estab- 
lishment of an “absolute” price on the 
goods subject to the resale agreements." 


CONSTITUTIONALITY OF Farr TRADE 
Laws 


These statutes might be regarded as 
invalid in interstate commerce since 
they go further than the permissible 
scope of federal authorization. Such a 
case arose in the federal courts in 1943 
involving the Louisiana statute which 
legalized the setting of an absolute price 
on the resale of goods. The courts there 
avoided the question by reading the 
statute to legalize only the establish- 
ment of minimum prices.“ There are 
three methods of obviating this difficulty. 
It can be done by changing the law of 
sixteen states to legalize only minimum 
prices, or by changing the Miller- 
Tydings Act to permit absolute prices, or 
by the vendor drawing his resale agree- 
ment so as to provide only for mini- 
mum prices. The last method appears to 
the writer to be the best and easiest way 
of avoiding needless litigation. 

The legal profession has been startled 
recently by the eight-to-one decision 
by the Supreme Court of Florida, the 
highest court of that state, holding the 
Florida Fair Trade Act unconstitu- 
tional. In doing so the court acknowl- 
edges that its decision flies directly in 


“© These states are: Arizona, California, Illinois, 
Iowa, Kentucky, Louisiana, Massachusetts, Missis- 
sippi, New Jersey, New Mexico, New York, North 
Dakota, Pennsylvania, Tennessee, Washington, and 
Wisconsin. 

“| Mennen Co. v. Krause Co. Lid., 134 F. 2d 348 
(C.C.A. 5, 1943). 

® Liquor Store, Inc. &§ Webb's City Inc. v. Continental 
Distilling Corp., op. filed April 5, 1949. 
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the face of the action of the Supreme 
Court of the United States and that of 
the highest courts of many other states 
in finding similar legislation entirely 
valid. 

Unfortunately, no appeal to Washing- 
ton will lie from the decision of the 
Florida case. The United States Supreme 
Court will not take jurisdiction when a 
state statute is rejected by a state court 
as violative of the state’s constitution. 
The Florida decision will therefore have 
to stand unless the Florida Court should 
take the unlikely action of reversing it- 
self. 

There will be much speculation con- 
cerning the possible influence of this 
case on other state courts and state legis- 
latures. In evaluating its effect it may be 
well to assay the soundness of the court’s 
reasoning. 

The court’s conclusion rests on two 
contentions. The first is that the Fair 
Trade Acts depend for their validity 
upon the police power of the state which 
in turn must be based upon the general 
welfare of the community and that the 
Fair Trade Acts do not meet this test 
because they are primarily intended to 
protect, not the community at large, but 
the small class of firms owning trade- 
marked brands. Even a cursory study, 
however, of the decisions upholding Fair 
Trade Acts shows that they recognize 
the value of these acts as a protection 
against unfair competition in business, 
which, in turn, can have a destructive 
effect upon the health of the entire 
economy. In any event, it is the legisla- 
lature, not the courts, which determines 
whether there is reasonable economic 
basis depending upon general public 
welfare for the enactment of legislation. 

We challenge also the argument in the 
principal opinion that general welfare 
legislation must be designed to promote 
the welfare of the entire public as dis- 


tinguished from a class. If that premise 
were sound then there could not be, as 
there is, constitutionally valid legislation 
restricting the price of milk and pro- 
viding for minimum wages. 

The second basis for the Florida 
Court’s decision seems even more un- 
sound. It is there said that the Fair 
Trade statute may have been constitu- 
tional at the time it was passed because 
then there existed a surplus of mer- 
chandise, but that the recent change in 
the economic picture presenting a scar- 
city of merchandise has now made this 
act unconstitutional. It would be equally 
logical to say that a minimum wage law 
is valid when there is unemployment, 
but becomes invalid constitutionally 
when there is full employment. 

Before passing on to our next topic, a 
minor question of statutory validity may 
here be noted. Although an agreement 
setting resale prices is valid in most 
states, an agreement to observe prices to 
be set in the future may not be valid 
under the law of certain jurisdictions. 
This is apparently true in New Jersey* 
and may be so for other states as well. 
In any case, it is well to avoid this hazard 
by specifying in the contract the prices 
to be set on the goods concerned. 


Tue Unrair SALES AND UNFAIR 
Practices Acts 


Although the Fair Trade Acts protect 
brand goods from being used in price 
wars and other forms of cut-throat 
competition, they require voluntary ac- 
tion on the part of manufacturer or 
wholesaler. It has been felt by many that 
still further protection should be given 
the small retailer and the wholesaler who 
supplies him. Many states, therefore, 
have drafted much broader statutes pro- 
hibiting the sale of merchandise by a 


* 43 Schenley v. Franklin Stores 122 N.J. Eg. 69 (1937). 
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vendor at a figure less than the cost of 
the goods to him. The Arizona Act“ is 
typical: 


“Tt is hereby declared that any advertising 
offer to sell, or sale of any merchandise, 
either by retailers or wholesalers, at less than 
cost as defined in this act, with the intent, or 
effect, of inducing the purchase of other 
merchandise, or of unfairly diverting trade 
... or otherwise injuring a competitor... 
are unfair competition and contrary to public 
policy ... where the result . . . is to tend to 
deceive any purchaser or prospective pur- 
chaser or to substantially lessen competition, 
or to unreasonably restrain trade or to tend 
to create a monopoly in any line of com- 
merce.” 


The obvious intent of such a statute 
is to hit at the practice of “loss leaders” 
and “price wars.” Worthy as the intent 
is, there has been some objection to its 
operation and it has had less widespread 
acceptance than the Fair Trade Acts 
discussed above. 

Some thirty-one states® had such 
legislation at one time or another. Of 
these, the Michigan,** New Jersey,‘ and 
Ohio* statutes have been declared un- 
constitutional by the courts of those 
jurisdictions and the Arizona law has 
been held unconstitutional in part, 
though valid as to the rest.‘ Similarly, 
the statutes of California, Maryland, 


“ Arizona Code Ch. 74, Art. 3 §74-303 (1939). 

Arizona, Arkansas, California, Colorado, Con- 
necticut, Idaho, Kansas, Kentucky, Montana, Ne- 
braska, New Hampshire, New Jersey, North Dakota, 
Oklahoma, Oregon, Pennsylvania, Rhode Island, Ten- 
nessee, Utah, Virginia, Washington, West Virginia, 
Wisconsin, and Wyoming. Michigan had a similar 
statute with regard to bakery and petroleum products, 
and Ohio prohibited sales below cost in the cigarette 
field. 

“In re Frens and Dare, F.T.C. Report on Resale 
Price Maintenance 120 (1945). 

47 State v. Packard-Bamberger & Co., 123 N.J.L. 
180 (1939). 

48 Serrer v. Cigarette Service Co., 74 N.E. 2d 853 
(Ohio Ct: App. 1947). 

49 State v. Meyerson, 2 P-H TRADE & IND. SERV. 
Par. 97,151 (1941). 


Minnesota, Nebraska and Pennsylvania 
were, at one time or another, held to be 
constitutionally defective and had to 
be redrawn before they could gain the 
approval of the courts of those jurisdic- 
tions. 

Most of the difficulty concerns the 
proper definition of cost. To this date 
few students of the subject seem to be 
overly confident that an adequate defi- 
nition has been reached. 

Nine states, following California, de- 
fine cost as “the cost of raw materials, 
labor, and all overhead expenses.” Some 
go into greater detail in specifying what 
“overhead expenses” should include. In 
any case, these statutes seem to have 
been drawn so as to include producers as 
well as wholesalers and retailers. 

The others, restricting their scope to 
wholesalers and retailers, define cost as 
“Gnvoice plus cost of doing business.” 
“Cost of doing business” in turn is de- 
fined as a percentage of the invoice, 
invariably 2% of the invoice in whole- 
sale transactions and usually 6% of the 
invoice in retail transactions. Idaho and 
Minnesota compute retail costs of doing 
business at 8% for retailers. Maryland 
at 5%, Pennsylvania at 4% and Arizona 
sets the figure at 12%. 

These latter statutes present rela- 
tively little trouble, for costs may easily 
be computed and, though somewhat ar- 
bitrary, are fair in their application to the 
customer as well as the merchant. For 
the first group of statutes, which define 
cost under the broad term of “all over- 
head expenses,” much difficulty may be 
brewing. 


SurvEYs TO EstTaBLisH BENCH 
Mark Costs 


In such states it is usual for the statute 
to prescribe that when a person is ac- 
cused of selling below cost, the cost es- 
tablished by a cost survey conducted by 
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the industry of which he is a member 
may be used as competent evidence to 
prove his cost.°° The burden of proof is 
thus put on the individual defendant to 
show that his cost is other than the aver- 
age cost determined by the survey of the 
Trade Association. 

It is unfortunately true that the prac- 
tices of some associations in establishing 
average costs have been such as to cause 
the public to lose confidence in the fair- 
ness of this method. Thus, the survey of 
the Food and Grocery Bureau of South- 
ern California was conducted by means 
of a questionnaire addressed to members 
in the following form: 


“Based on my total grocery sales for 1937, 
I find that my minimum cost of doing bus- 
iness has increased approximately 00% over 
my previous cost... .”5 


It would be futile to deny that a ques- 
tion in that form is loaded in favor of 
increased business costs. The better 
practice would be to avoid such tech- 
niques in establishing industry-wide 
average costs. 

A greater problem created by these 
statutes lies in the fact that when a trade 
Association or other private group estab- 
lishes uniform cost or accounting figures 
in interstate commerce this is held to be 
a violation of the Anti-Trust laws.” 

It is true, on the other hand, that the 
Supreme Court has upheld the regulation 
of the raisin industry by the establish- 
ment of similar control tactics where 
those methods are employed by the state. 
The theory there is that the Anti-Trust 
laws run against the individual but not 


59 See eg. Colorado Unfair Practices Act, Ch. 261 
Session Laws of 1937 as amended $5. 

5 Quoted in Tannebaum, Costs Under the Unfair 
Practices Acts, 9 STUDIES IN BUSINESS ADMINISTRATION, 
12 Journal of Business uv. or cut. No. 2 at §1 (1939). 

58 See Fashion Originator’s Guild v. F.T.C., 312 U. S. 
457 (1941); American Column and Lumber Co. v. 
United States ,257 U. S. 377 (1921). 


against the state. But even state action 
can be prohibited if it unduly burdens 
commerce®™ and an agreement among pri- 
vate groups to pay a uniform price for 
a product in order to regulate the market 
is a violation of the Anti-Trust laws even 
though sanctioned by a state.® 

But what of the case, such as the one 
we are discussing, where the private 
group does not regulate the industry 
but where its figures and surveys are 
used by the state in order to aid it in 
regulating the economic activity of the 
state? 

While the point is far from clear, staff 
members in the Department of Justice 
have been known on occasion to declare 
that a Trade Association which attempts 
to aid the state in policing sales below 
cost may be establishing a basis for an 
anti-trust prosecution against itself. 

When the Western Confectioners As- 
sociation, a group of candy producers 
and distributors, undertook to enforce 
the California Unfair Practices Act in 
the candy trade they found themselves 
in difficulty with the Federal Trade 
Commission. Although their action, in 
making a cost survey, was concededly 
legal under the California Unfair Prac- 
tices Act, the Federal Trade Commission 
found the activities of the Association 
in violation of §5 of the Federal Trade 
Commission Act and ordered the Associ- 
ation to cease coercing the other traders 
into maintaining uniform minimum 
prices. The tendency of such surveys 
to set minimum prices and even to in- 
crease costs has also been noted in the 
New England Food Council cases™ and 


83 Parker v. Brown, 317 U. S. 341 (1943). 

4 Freeman v. Hewit, 329 U. S. 249 (1946); Morgan 
v. Virginia, 328 U. S. 373 (1946). 

5 Mandeville Farms v. Sugar Co., 334 U. S. 219 
(1948). 

5% 34 F.T.C. 1431 (1942). 

579 P-H TrabDe IND. serv. Par. 27,460 (1941); 2 
C.C.H. TRADE REG. SERV. Par. 8438.15 (1941). 
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in the California Food and Grocery Bu- 
reau cases.*§ Judge Yankwich held that 
the Association’s activities were illegal 
but the statute which authorized these 
activities was not objectionable as a 
violation of the anti-trust laws. The solu- 
tion of this last paradox will have to 
await further judicial exposition. 

It can be seen that the status of the 
Unfair Practices Acts is scarcely a satis- 
factory one. Whether the statutes them- 
selves will survive in the absence of an 
amendment to the Sherman Act is an 
open question, in the light of the above 
inconclusive cases and the number that 
have been stricken by the courts of their 
jurisdiction. Wholesalers should address 
themselves seriously to the question of 
whether they wish to urge such federal 
legislation.®® 


SUMMARY 


This brief sketch, designed so that he 
who runs may read, does not pretend to 
be a comprehensive survey of the legal 
aspects of wholesaling. Perhaps it might 


58 139 F. 2d 973, affirming 43 F. Supp. 974, cer. 
den. 322 U. S. 729 (1944). 

59 For an excellent survey of the economic factors 
involved see Note Sales Below Cost Prohibitions 57 
Yale L. J. 391 ef. seg. (1948). 


have been better to have entitled the 
article less ambitiously. Many topics 
have been ignored entirely. Much might 
have been made, for example, of the 
interesting question of the extent of a 
wholesaler’s liability for defectively man- 
ufactured products which injure a cus- 
tomer of the retailer.®° Space limitations 
have prevented it. Other topics deserv- 
ing serious considerations have been re- 
ferred to only casually. 

But perhaps enough has been said to 
indicate the variety of legal questions 
and economic considerations implicit in 
the topic and to stimulate an interest in 
the field. 

The wholesaler is protected by law, 
but the protection afforded needs con- 
stant expansion, revision, and modifi- 
cation to fill gaps in the scheme if legal 
protection now vouchsafed the whole- 
saler and his customer, the small or in- 
dependent retailer is to keep apace with 
the dynamics of our changing economic 
structure. An alert and lively interest in 
these legal protections is a desideratum 
if the wholesaler to is maintain his po- 
sition as a basing point of our economy. 


6° A good discussion of this problem is found in 7 
Journal of the Bar Association of Kansas (1938). 
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IN WHOLESALING’S FUTURE—THE 
COMING AMERICA 


STAHRL EDMUNDS 


Northwestern National Life Insurance Company 


Eprror’s Note: This is one of several prize-winning 
essays sponsored by the National Association of Whole- 
saler’s 1948 contest. 


o suggest that the future practice of 

wholesaling will portend the coming 
structure of the American economy is a 
brief way to take note of some rather 
significant trends. It takes note: that 
wholesaling has been a major and inte- 
gral institution of this mass-production 
economy; that profound changes in busi- 
ness size, integration, and marketing 
methods have been a ferment at work in 
the economic structure; that wholesaling 
is the salient point upon which this 
ferment has made itself felt; and that 
the staunchness and adaptability with 
which wholesaling meets these changes 
has much to do with the way of life in 
these United States. 

One who looks upon the history of 
American economic development could 
hardly do other than conclude that 
wholesaling has been the linchpin tying 
the wheels of industry to the vehicle of 
retail marketing. This is not to cast 
wholesaling in a causative role. It has 
been not the cause but the condition en- 
abling industrialization to take place. 
Wholesaling has performed the indispen- 
sable function of assembling the spe- 
cialized, mass-produced goods of many 
industries into broad offerings of mer- 
chandise lines that can be economically 
retailed with the optimum convenience 
for consumer selection. It is inconceiva- 
ble, on the one hand, that mass-produc- 
tion goods could ever have been sold 
by direct factory-to-consumer methods 
in sufficient volume to yield present low 
unit costs; for each factory, large or small 


would have to maintain a costly retail 
sales force to sell a limited line of prod- 
ucts. It is also impossible to conceive of 
a distribution system in which the retail 
outlets were as specialized as manufac- 
turers. 

The wholesale function, then, is con- 
stantly and indispensably being per- 
formed as the modus operandi of the 
American economy. True, the whole- 
saling function has become confused in 
recent years by the type of ownership 
connected with its performance. But, 
whether the wholesale function is per- 
formed by an independent wholesaler, a 
chain establishment, a co-operative pur- 
chasing group, or a manufacturer’s 
outlet, the same essential processes are 
involved. Let us examine first why there 
has been a change in the kind of organi- 
zation performing the wholesaling func- 
tion. 


THe CHANGING CHARACTER OF 
WHOLESALING 


First let it be said that wholesaling 
has always been in a state of flux because 
it is an adaptable institution in a dy- 
namic economy. This continually chang- 
ing character of wholesaling goes back 
to colonial days. “During the Colonial 
period and the early days of the United 
States, wholesaling largely involved for- 
eign trade. There was also little distinc- 
tion made between wholesaling and re- 
tailing while most firms handled a 
fairly complete and varied assortment of 
goods. During the nineteenth century, 
wholesale houses began to differentiate 
between foreign and domestic business 
to drop their retail operations, and to 
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specialize in certain kinds of merchan- 
dise. During the first quarter of the 
twentieth century, merchandise speciali- 
zation was carried further and certain 
new types of wholesale operators began 
to appear. Brokers, commission men, 
and wholesale operators | began to ap- 
pear. Brokers, commission men, and 
wholesale peddlers appeared earlier, but 
the twentieth century has been charac- 
terized by the development of co-oper- 
ative wholesalers, cash-and-carry whole- 
salers, resident buyers, and other new 
operators. The wholesaling picture is 
complicated and ever changing.””! 

The reason wholesaling presents such 
a changing scene is that the rest of the 
economy is altering and developing. 
The evolution of the specialized whole- 
saler in the nineteenth century, to the 
exclusion of his former foreign and re- 
tailing endeavors, is really a commentary 
that during this period the manufacturer 
was reaching a stage of sufficient mecha- 
nization and output to require a full-time 
specialist to take over marketing; the 
small manufacturer could not be profi- 
cient in all things and attend to difficult 
selling situations at the same time as he 
coped with the knotty production and 
layout problems of those pioneering in- 
dustrial days. 


Economic CONCENTRATION 


Similarly, the appearance of many 
new types of marketing methods has 
given rise to the tremendous growth in 
corporate size and integration among 
manufacturers. The Smaller War Plants 
Corporation issued a report which sum- 
marized fairly succinctly the history of 
the merger movement since 1900 and 


1See Albert Haring “Wholesaling and the Whole- 
saler” Annals of the American Academy of Political 
and Social Science, May 1940, p. 39; also T. N. Beck- 
man and N. H. Engle, Wholesaling—Principles and 
Practice (New York: Ronald Press, 1937), pp. 75-78. 


gives some of the main facts on the de- 
gree of economic concentration exist- 
ing as of 1939: 

1. One-tenth of 1 per cent of all the cor- 
porations owned 52 per cent of the total 
corporate assets. 

2. One-tenth of 1 per cent of all the 
corporations earned 50 per cent of the to- 
tal corporate net income. 

3. One-tenth of 1 per cent of all the 
firms in the country accounted for 40 per 
cent of all the non-agricultural employ- 
ment in the country. 

4. Two-thirds of the industrial research 
workers were employed by 140 compa- 
nies.” 

A great deal of additional data on 
economic concentration is available; but 
the above facts are sufficient for present 
purposes to indicate the nature of the 
economy in which wholesalers and other 
enterprise must work. It is not only im- 
portant to note the existence of business 
concentration, but it is essential to have 
some judgment whether the concentra- 
tion will continue. On this point, the 
report of the Smaller War Plants Cor- 
poration cites at considerable length the 
increased concentration which took place 
during World War II;? it then reaches 
this conclusion: 

“To summarize, economic concentra- 
tion will probably be higher in the post- 
war years than before the war as a result 
of: The production improvements and 
scientific research which the big com- 
panies gained during the war; the in- 
crease in the liquid funds and general 
financial strength of big business; the 
ability of big business to keep its name 
before the public eye during the war; 
and finally the fact that big business will 
probably acquire a greater share of the 
war-built facilities which it operated 
than will small business, regardless of 

2 Report on Economic Concentration and World War 


II, 1946, Pp. 55-56. 
3 Tbid., Chapter 3. 
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whether economic conditions are pros- 
perous or depressed.””* 

The ferment which has been at work 
in the American economy, then, has been 
consolidation and merger. The whole- 
saler has been particularly affected by 
this trend toward concentration because 
the wholesale merchant has become at 
once the competitor of the large manu- 
facturers and the link preserving the 
marketing relations between the smaller 
manufacturer and the retailer. If meta- 
phorically there can be said to be an 
economic battle waging between large 
and small business, then the wholesaler 
can be said to be defending the main 
sector in behalf of smaller enterprise. 


ENTRANCE OF MANUFACTURERS INTO 
THE MARKETING FIELD 


The growth in industrial size has pro- 
foundly affected the competitive position 
of the old-line wholesaler because of the 
recent importance of branded products. 
The large manufacturers came to have 
attached to their name a reputation for 
quality and acceptability which had an 
important bearing on their sales. These 
manufacturers, in order to develop 
their sales volume further in the face of 
competition, naturally desired to ex- 
ploit fully the potentiality of brand 
sales. The wholesale merchant, on the 
other hand, had been and continued to 
be interested primarily in pushing com- 
modity sales as opposed to brand sales.5 
The wholesaler might, for instance, use 
sales promotion techniques to try to 
push coffee as such, with not much re- 
gard whether it was Maxwell House, 
Nash, or Chase and Sanborn coffee. This 
situation created the impetus for manu- 
facturers entering the marketing field. 

The entrance of manufacturers in re- 
cent years into the field of marketing 
was, then, not particularly motivated by 


* Thid., p. 61. 
5 Haring, op. cit. 


concern about distribution costs. The 
wholesale function continued to be per- 
formed. As Professor T. N. Beckman put 
it: “In wo direct to the retail trade, 
the manufacturer is not doing away with 
the services which are ordinarily per- 
formed by the wholesaler. . .. Usually, 
he has another motive in view. This may 
be the desire to increase his volume of 
business or to secure a greater control 
over his market. One of the gravest errors 
committed by the layman in this connec- 
tion consists in thinking that the elimi- 
nation of a middleman will necessarily 
and inevitably reduce the cost of dis- 
tribution.’ 


GrowTH OF CHAIN STORES 


The development of the chain store, 
which has been the other main innova- 
tion of this century in the field of market- 
ing, was somewhat more fortuitous than 
the growth of manufacturer’s outlets. 
True, the chain store was a natural de- 
velopment in the sense that the avail- 
ability of capital in large sums, the 
maturation of corporate organization as 
a legal form, and the atmosphere of 
merger in other fields of endeavor were 
conducive to the appearance of chain 
wholesaling and retailing. On the other 
hand, there was a more fortuitous ele- 
ment in the development of chain stores: 
namely, a change in railroad rate mak- 
ing. Prior to World War I the existence 
of “rate break lines” had had a part in 
determining the nature of wholesaling. 
The tendency was for the wholesaler to 
locate along the rate break lines because 
it resulted in lower transportation costs. 
The rate break lines ran along the termi- 
nal points of the various railroads; from 
these terminal points it was the custom 
to calculate rates in various directions. 
Through rates were not, at that time, 


"oT. N. Beckman, Wholesaling (New York: Ronald 
Press, 1926), pp. 3-4. 
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prevalent. The most marked rate break 
lines in the Mid-West were along the 
Mississippi and Missouri Rivers. Here 
the wholesalers had tended to locate 
because of the freight rate advantage. 
Then came a change in freight rate 
policy. 

“Following World War I, the Inter- 
state Commerce Commission in Rate 
Structure Investigation, Part 2, Western 
Trunk Line Class Rates Docket 17,000, 
Part II, Reported 164, I.C.C. 1 com- 
pletely wiped out all normal rate break 
lines and established through point to 
point rates between eastern origin points 
and western destinations. The establish- 
ment of these rates immediately re- 
flected itself on the ability of the jobbing 
business to continue as it had thereto- 
fore and by the same token, the rates 
invited a new method of distribution in 
that it encouraged the elimination of the 
so-called middle man and invited direct 


wholesaler to re-locate his business be- 
cause of freight rates at the same time 
that he was faced with a new kind of 
competition from the manufacturer gave 
rise to the delusory impression that the 
independent wholesaler was disappear- 
ing in a competitive battle over distri- 
bution costs. In the first place, the com- 
petition was not particularly a matter of 
distribution costs; it was the conse- 
quence of a move toward market control 
by the manufacturer and an _ initial 
freight rate advantage acquired by new 
wholesale-retail combinations  (i.e., 
chains). In the second place, the whole- 
saler was far from disappearing in the 
face of this competition. The number of 
wholesale establishments was actually 
growing, and what is more significant, 
growing at a more rapid rate than man- 
ufacturer’s wholesale outlets and retail 
establishments, including chains. These 
facts are shown in the following table: 




















1929 1935 1939 
Wholesaler (Full-service and limited function) 

Number of establishments® 79,784 88,931 101 ,627 
Per cent increase — 11% 28% 
Manufacturer’s branches and sales offices 
Number of establishments® 17,086 16,824 18 ,096 

Per cent increase — 2% 6% 
Retail stores (including chains) 

Number of establishments*® 1,476,365 1,587,718 1,770,355 

Per cent increase — 7% 19% 





shipment from manufacturer to local 
merchant; and in like manner, it invited 
and encouraged the rapid growth of the 
chain stores, such as the Piggly Wiggly, 
National Tea and others, in the distribu- 
tion of groceries; Walgreen, Liggetts, 
et cetera, in the distribution of drugs 
and miscellaneous articles of every 
character, and chain hardware stores; 
also co-operative country stores.” 

The need for the old-line, independent 


7 Report of Upper Mississippi and St. Croix River 
Improvement Commission, January 1, 1947, p. 57. 


Here is a demonstration, then, that 
through a business depression and re- 
covery the wholesalers have been grow- 
ing at a more rapid rate than their manu- 
facturing competitors and also at a more 
rapid rate than the retail outlets whom 
they serve (and, a segment of which, 
with whom they compete). Such facts 
are tangible evidence of the essential 
role a wholesaler plays—a role so vital 
that it has continued to grow despite 


8 U. S. Bureau of Census, census date of 1939. 1935 
and 1929. 
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depression, competition, and the slower 
growth ¢ of retail marketing. 


Tue WHOLESALER AS A Cost-REDUCER 


The main functions which a whole- 
saler performs are covered elsewhere in 
this volume. It is plain from their ex- 
planation that these functions and serv- 
ices are, by their nature, cost-reducing. 
Neither the manufacturer nor the re- 
tailer can effect the marketing of goods 
so cheaply unless he performs the very 
same services as the wholesaler. If he 
performs the same services as the whole- 
salers, the same costs of purchasing, 
storage, accounting, transportation, 
credit, et cetera, would be incurred. The 
only item which could conceivably be 
saved is that of the wholesaler’s profit, 
though it is even unlikely that there 
would be any savings here. 

The narrowness of the wholesaler’s 
profit margin is probably not generally 
appreciated. Here are some figures 
showing a five year average (1938-42) 
of the median profit in certain wholesale 
lines: 











Net Profits 
. as Per Cent® 
Line of Wholesaling of Net 
Sales 
Automobile parts and accessories 2.24% 
Butter, eggs and cheese 0.75 
Cigars, cigarettes and tobacco 0.42 
Drugs and drug sundries 1.51 
Dry goods 1.50 
Electrical parts and supplies 2.26 
Fruits and produce, fresh 0.80 
Gasoline and lubricating oil 1.89 
Groceries 1.02 
Hardware 2.17 
Hosiery 1.89 
Lumber 1.58 
Meat and poultry 0.56 
Paints and varnish 0.95 
Paper 1.08 
Plumbing and heating supplies 1.25 
Shoes, men’s and women’s 1.40 
Wines and liquors 1.51 
Women’s wear, coats, suits and dresses 1.14 
Woolen and worsted piece goods 5.33 





i 


p 

The net profit in the wholesale lines 
shown above ranges from 3 of I per cent 
to a maximum of 2} per cent of the sales 
price. Certainly this is a small profit 
margin. There is very little opportunity 
here for manufacturers or retail chains, 
who would expect some return for their 
efforts in performing wholesaling func 
tions, to effect a reduction in selling 
price to the consumer. 

Suppose, however, for the sake of dis- 
cussion that a manufacturer or a chain 
retailer were willing to do the unlikely 
thing of operating at one-half of the reg- 
ular wholesale margin. What would that 
mean to the retail purchaser? The whole- 
sale net profit becomes an item of cost 
at retail, and the retailer customarily 
makes a mark-up over cost in setting his 
own price. The retail mark-up varies, 
roughly, from 20 to 50 per cent. On this 
basis the consumer might save anywhere 
from one-eighth of one per cent to nine- 
tenths of one per cent of the selling price. 
Truly, such a savings is so minute as to 
be negligible. Furthermore, because of 
lack of wholesaling experience, the man- 
ufacturer or chain retailer would have 
less proficiency and ability in the whole- 
saling function which means misjudg- 
ment and some unnecessary losses. It is 
clearly folly to attempt to save a fraction 
of one per cent profit when such action 
involves operating losses which may well 
be substantial. 

On this point—of the effects of extend- 
ing economic concentration and integra- 
tion to encompass the wholesale level— 
it is well to note that cost reduction in 
large scale enterprise has come from 
technological efficiency rather than from 
organizational efficiency. The notable 
examples of giant enterprise are in the 
manufacturing fields where the applica- 


®Table appears in Financial Implications of the 
Peace, by Roy A. Foulke (Dun and Bradstreet, 1943), 
pp. 64-68. 
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tion of mechanical power has enabled pro- 
duction to be increased far beyond what 
human laboring power could achieve. In 
the field of human organization, how- 
ever, quite the contrary is the case. As 
the number of people working only with 
their hands and brains increases, organi- 
zations become more cumbersome and 
slow-moving and difficult to operate. 
An impartial observer will find that 
large office staffs in business encounter 
the same limitations in the man’s 
ability to deal with a large number of 
other human beings. In manufacturing 
industries, the inefficiency of large office 
forces is more than offset by the great 
efficiency of the mechanical processes in 
the factory. In performing the wholesale 
function, this is not true. There is not 
enough scope for mechanical savings to 
overcome the difficulties and _ ineffi- 
ciency of large scale human organization. 

All this is a way of saying that me- 
chanical functions can be indefinitely 
sub-divided and massed together because 
the actions of the machine are inexorable 
and known. Human activity cannot be 
indefinitely sub-divided and massed to- 
gether because the unit involved is an 
individual person; and the individual is 
a great variable. Merchandising is a 
human proposition—human beings deal- 
ing with other human beings. Unless 
there are compensating mechanical ad- 
vantages, or until the social sciences 
make the same advances that the physi- 
cal sciences have, human organizations 
will continue to become less efficient as 
they become massive in size. 


THE WHOLESALER—AID TO FREE 
ENTERPRISE 


These observations have a bearing on 
the vital place of wholesaling today and 
the prospects of merchandising in the 
future. Saying that there are limitations 
on the scale to which human organiza- 


tions can efficiently grow is another way 
of asserting the traditional doctrine of 
free enterprise as it has been known in 
the United States. The initiative and 
enterprise an individual exercises in 
accomplishing his ends for his profit yield 
the maximum productive results; and 
individuals competing with each other 
will, by the success and survival of the 
most efficient, achieve the greatest out- 
put for the economy. Such is the essence 
of the free enterprise doctrine. That is 
why it is frequently said that the great 
strength of the American economy lies 
in the three million separate enter- 
prises: three million ingenious brains 
dreaming new dreams, three million 
managers adapting themselves to differ- 
ing local problems, three million well- 
springs of ideas and effort. 

The wholesalers of the United States 
supply, advise, and help finance more 
than one million of the three million en- 
terprises in the nation. The existence of 
over a million retailers, in spite of the 
trend toward economic concentration, is 
monumental tribute that wholesaling 
has performed its competitive job so 
well as to facilitate the continuance of 
individualized enterprise. It is also a 
demonstration that there is a real need 
for decentralized management and initi- 
ative in marketing. 

The individual retail outlet, operated 
with the initiative and personal atten- 
tion of its owner, is the media by which 
such social skills can be exercised in mar- 
keting. The retail salesman is the only 
human link which the consumer has 


with industry and its product. The re- | 


tailer provides that warmth of human 
relationship which is conspicuous by its 


absence in our urbanized and indus- | 


trialized civilization. The indispensable 
place of the individual retailer in mar- 
keting is founded upon the fact that he 
has become more proficient in the social 
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skills—the ability to manipulate spe- 
cific situations in which human problems 
and interests are involved—than any 
other marketing institution dealing with 
the ultimate consumer. But even so, the 
retailer, like all other groups in society,!° 
is in need of still further development of 
his social skills. Unfortunately, the 
small retailer cannot accomplish much in 
this direction by his own efforts, because 
costly research is involved. In this re- 
spect, however, the wholesaler—whose 
purpose and fate is, as we have seen, in- 
timately bound up with the independent 
retailer—has and can continue to be of 
great assistance. 

Wholesalers have long rendered ad- 
visory services to their retail clients. 
Much of this assistance has been techni- 
cal to date, such as store layout, dis- 
play, accounting, and cost control ad- 
vice. The expansion of such technical 
services will undoubtedly be augmented 
in the years ahead. There are already 
some indications—and indeed the times 
will require—that the assistance of 
wholesalers becomes increasingly con- 
cerned with the human problems and 
relations which bear on social skills. 
Perhaps the most fruitful beginning 
point for the wholesaler is the extension 
of market research services to the small 
retailer. 

Market research is ordinarily thought 
of as being concerned with the number, 
income, and buying preferences of a 
group of consumers. Measurement of 
some of these demographic and economic 
factors is certainly valuable in the man- 
agement of a small retail outlet for it 
provides factual knowledge of market 
enabling the retailer to operate eco- 
nomically and profitably. Another as- 
pect of market research, more recently 


10 Elton Mayo, The Social Problems of an Industrial 
Civilization (Cambridge: Harvard University Press, 
1945), Chapter 1. 


envisaged, which may prove to be even 
more helpful to the retailer and whole- 
saler is the determination of the social 
pattern and relationship of people who 
form a clientele. As George A. Lund- 
berg has put it: 

‘“‘... the true function of marketing 
research is to identify and measure those 
elements of social structure and social 
processes, such as status and communi- 
cation, which establish the conditions 
for maximizing the flow of goods and 
services.””!! 

When the wholesale establishments of 
the United States have had more of an 
opportunity to provide intensive market 
assistance to the small retailer, there is 
little doubt that the independent whole- 
sale-retail method of- distribution will 
far out-compete the marketing combines 
now appearing in the form of manufac- 
turer outlets and chains. This is true 
because the point at issue is not, as we 
have seen, one of distribution costs, but 
is rather one of a human, personalized 
distribution service as opposed to mar- 
ket control. Beyond doubt, the consumer 
will prefer the more human and personal 
service which the independent whole- 
saler-retailer method of distribution can 
provide at equally low or lower costs. 


CONCLUSIONS 


The outcome of whether there shall 
be integrated marketing combinations or 
whether there shall be decentralized and 
personalized marketing has much to do 
with the way of life in the United States. 
If integrated marketing, such as manu- 
facturing outlets and chains, should come 
to dominate distribution channels, the 
individual would lose much of his scope 
of expression, both as to creative busi- 
ness endeavor and choice of products to 


"1 Marketing and Social Organizations, by George 
Lundberg, Charles Coolidge Parlin Memorial Lecture, 


1945, P. 30. 
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consume. The history of industrial and 
marketing combination in other coun- 
tries is indicative that government inter- 
vention is also a definite possibility. The 
marxian philosophy encourages economic 
combination and merger because private 
enterprise can then be much more easily 
taken over by government. Germany 
practiced the policy, in trying to make 
up time after 1780 by quick industriali- 
zation, of fostering huge cartels which 
amalgamated whole industries into vast 
producing and marketing firms; and the 
cartelization of Germany was conducive 
to totalitarianism. Great Britain never 
had effective anti-trust laws, and her 
large enterprises are in the process of 
nationalization. The fact is that as 
management of a gigantic organization 
becomes farther removed, it is less ca- 
pable of discerning the individual wishes 
of the public and it is politically more 
easy to blame for economic difficulties. 
There is every reason to anticipate that, 
should economic concentration extend 
throughout the marketing as well as the 


manufacturing field in the United States, 
there would be stresses and pressures 
which would ultimately lead to some 
form of government control, if not regi- 
mentation. 

If, as is more likely, the independent 
wholesaler-retailer method of distribu- 
tion should continue to grow to the ex- 
clusion of marketing integration, the 
American way of life can continue more 
along its historical course of free initia- 
tive, enterprise, and expression. For 
thus, the ability to start a new, small 
business will be preserved; the competi- 
tive character of the economy will be 
retained; the individual will continue to 
have wide latitude as to what he shall 
purchase and what he shall do for a 
livelihood. The society and the economy 
of the United States will be decentralized, 
spontaneous, and human. 

It is not an overstatement to conclude 
that every citizen in the United States 
has a stake in the future of wholesaling; 
in that future is involved, for each of us, 
a way of life. 











RECENT CHANGES MADE BY THE WHOLE- 
SALERS OF CONSUMER GOODS 


BRUNO TIZ 
Shell Oil Company 


Epiror’s Nore: This is one of several prize-winning 
essays sponsored by the National Association of Whole- 
saler’s 1948 contest. 


N OUR dynamic competitive economy 
| the wholesaler or middleman has been 
a frequent target of criticism. He has 
been eliminated in whole or in part by 
many manufacturers and retailers. Often 
times this elimination has resulted in 
higher prices to the consumer. The 
wholesaler has continually sought to im- 
prove his competitive position, thereby 
benefiting the consumer by having the 
lowest possible prices. It is the purpose of 
this report to discover the recent changes 
made by the wholesaler of consumers 
goods. 


DEFINITION OF THE WHOLESALER 


There are many types of wholesalers 
in our economy today. The need for 
clarification of the wholesaler has been 
emphasized by the requirements of the 
census of business and recent legislation 
affecting him. T. N. Beckman notes that 
“tax laws and the Robinson-Patman 
Act of 1936 where a seller may allow 
functional discounts to a_ wholesaler 
makes clarification necessary. More re- 
cently a distinction between the whole- 
saler and the retailer has been necessary 
to distinguish it for the wage and hour 
law. This law exempts retail and service 
establishments from its minimum wage 
and maximum hour provisions if the es- 
tablishment does the greater part of its 
selling or servicing in interstate com- 
merce.” 

The wholesaler to be discussed in this 


1T. N. Beckman, “Significant Trends in Whole- 
saling,” JourNAL OF MARKETING, Jan. 1941, p. 218. 


report is engaged in the handling of 
manufactured consumer goods. His chief 
service is to supply the retailer with 
merchandise. In performing his service 
he assembles from a wide variety of 
sources the products which the retailer 
needs to supply his own customer trade. 
He attempts to have these products 
available at all times, and in order to 
do this economically and promptly, he 
buys large quantities of goods and has 
them available at his warehouse. Here 
he divides them in small lots of the va- 
riety and quantities desired by his indi- 
vidual customers and delivers them to 
the retailer. He commonly sells for credit 
and frequently advises his customers on 
suitable stocks to carry and on up-to- 
date merchandising methods.? Often- 
times he is called a jobber. 


SIGNIFICANCE OF THE WHOLESALER 
IN THE MARKETING STRUCTURE 


‘Approximately one half (50%) of the 
wholesale establishments in the United 
States are operated by independent mer- 
chant middlemen. They account for 43% 
of the total volume of wholesale busi- 
ness.’’* The various types of independent 
merchant middlemen in the United 
States in 1939 are shown in Table I. 

The service wholesale merchants rep- 
resent ninety per cent (90%) of the es- 
tablishments and do seventy-eight per 
cent (78%) of the business. Their oper- 
ating expenses are the second highest of 
the group, indicating the high cost of 


2 Clark & Clark, Principles of Marketing, 1945, pp. 
201. 
3H. H. Maynard and T. N. Beckman, Principles 


~ of Marketing (4th ed., New York: Ronald Press, 1946). 
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performing a full line of services. 

It is interesting to note that the oper- 
ating expense ratio is much lower for the 
limited function or specialty wholesalers. 
The cash and carry wholesaler’s oper- 
ating expenses are only five and one half 
per cent (53) of sales with their sales 
volume a correspondingly low four to 
five per cent of the total sales. They have 
eliminated or reduced certain assistance 


that as our economy expanded to meet 
the demands of war, the wholesaler also 
expanded, almost tripling his sales in 
six years. Certainly this would not have 
occurred had there not been an eco- 
nomic justification for the wholesaler. 

The retailer receives many services 
from the wholesaler. There is no other 
way by which goods can be gathered 
from many sources ready for sale except 


Taste I, THe WHOLESALING STRUCTURE BY TYPES OF WHOLESALE 


EsTABLISHMENTS, UNITED StraTEs, 1939 














No. of 
Service and Limited Function Wholesalers Establishments Sales, 000 Expense, To of 
$23,641,924 Sales, 10.0 
101,607 ’ 
Wholesale Merchants 91,323 18 ,688 ,897 13.6 
Voluntary group wholesalers 703 753,586 11.4 
Converters 631 425,167 9-7 
Export merchants 586 788 ,col 7-7 
Importers 2,158 1,379,575 8.3 
Industrial distributors 1,471 729,650 16.7 
Cash and carry Wholesalers 1,198 108 ,902 ‘4, 
Drop shippers 937 474,891 6.4 
Wagon distributors 2,398 80,259 12.2 
Retail-cooperative warehouses 222 222,996 6.3 

















Source: Maynard and Beckman, Principles of Marketing, 1946, p. 247. 


to their customers resulting in economies, 
but only a small minority of the total 
market is willing to do without these 
essential services. 

Though one half of the wholesale 
establishments are operated by inde- 
pendent merchant middlemen their com- 
petitive position has suffered. This is 
noted by the following quotation: 
“Wholesalers as a group have lost 
ground relatively but not absolutely 
since the beginning of the century.” 
Their functions have been assumed by 
both the producer who sets up his own 
sales branches and the retailer who deals 
directly with the producer. 

The effect of a war economy makes the 
statistics questionable in forecasting fu- 
ture trends. It can be seen, however, 


4T. N. Beckman, N. H. Engle, Wholesaling, 1937, 
pp. 162, 


by having the wholesaler’s function per- 
formed somewhere along the line. The 
average store owner could not maintain 
contact with all the necessary sources or 
use the quantities he would have to buy. 
The wholesaler assumes this function 
with all its inherent risks. Furthermore, 
the good wholesaler, by virtue of his 
knowledge of retailing, is an interpreter 
of public demand. He gives aid to the 
retailer in the form of advice as to the 
most effective merchandising techniques. 
The wholesaler also grants credit to 
the retailer who otherwise would be un- 
able to begin or continue his business. 
Manufacturers are often unable or un- 
willing to grant credit to retailers. 

The manufacturer, by selling his prod- 
ucts to a wholesaler, is relieved of market 
risks. He has no storage problem because 
the wholesaler stores the goods in his 
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warehouse until the goods are to be de- 
livered to the retailer. 

The wholesaler makes it unnecessary 
for the manufacturer to assume the 
costly fixed investment of direct sales 
branches or carry a large staff of sales- 
men on the payroll. The wholesaler is a 
specialist in his field and has close con- 
tact with the necessary retail outlets. 
Since most companies produce a small 
number of products, their sales to the 
retailer would be small and they would 
have a high selling cost per unit. The 
jobber can spread his costs over a 
huge number of items, with a resultant 
selling cost per unit lower than that 
which the manufacturer could achieve. 
In conclusion, the proximity of the whole- 
saler to individual retailers gives him 
accurate information as to their credit 
standing. He is able to make certain 
that poor risks are known as such. 

All these reasons show the need for 
and usefulness of the merchant middle- 
man or wholesaler. 


PrRoBLEMS CONFRONTING THE 
WHOLESALER 


Circumventing the middleman 


The wholesaler is being encroached 
upon by both sides. Manufacturers have 
by-passed him by establishing their own 
sales branches and warehouses. Re- 
tailers, such as the chain and depart- 
ment stores, have assumed his functions 
and deal directly with the manufacturers. 

The General Electric Corporation, 
for example, had used exclusive inde- 
pendent distributors in selling its line of 
electrical appliances. These wholesalers 
had a franchise on specific trading areas 
and worked with General Electric for 
approximately twenty-five years. In 
1945 the company changed its policy and 
established its own sales branches to 
replace the distributors. This action was 


could perform the wholesaler’s function 
at a lower cost and meet anticipated 
postwar competition.° 

The Atlantic and Pacific Tea Com- 
pany grocery chain has successfully 
assumed all of the wholesaler’s functions 
and has been duplicated by other chain 
organizations. 

The return of competitive selling and 
the pressure for lower distribution costs 
have brought new problems to the 
wholesaler. It has been necessary for 
him to continually seek to lower his 
operating expenses. Some of his other 
problems as stated by John C. Aspley 
in his Sales Manager’s Handbook are as 
follows. ‘‘In the face of reduced profit 
margins, should he increase his service 
to the retailer and be able at the same 
time to sell the manufacturer’s products 
in a satisfactory manner? He will have 
to choose between building up regional 
acceptance for private brands which he 
can control or if he handles nationally ad- 
vertised products, he may find it wise to 
decentralize operations.’” 


Reasons behind the circumvention 


There are basic reasons behind the 
decline of the wholesaler since 1900. 
Each of these has contributed, in varying 
degrees, toward placing the wholesaler 
in his present position. 


(1) The quickening of style tempo. To 
be in style has become increasingly 
important. The popularity of the 
cinema, radio, and national mag- 
azines has given manufacturers a 
tremendous opportunity to create 
style and fashion preferences. For 
example, consumers demand the 
latest New York or Hollywood 
clothes immediately after they 
are introduced. Retailers have 


5 Business Week, Jan. 27, 1945, pp. 25. 
6 John C. Aspley, Sales Manager’s Handbook, 1947, 


taken because of the belief that they ~ pp. 28. 
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(2) 


(3) 


(4) 


(5) 


been willing to assume the risk of 
style and price changes in order to 
be assured of fresh stocks of the 
latest styles. The built-up demand 
for the goods caused the manu- 
facturers to force the jobbers to 
carry their products at extremely 
low margins and gave them an 
opportunity with large sales vol- 
ume to adopt direct selling. 
Improved transportation. The in- 
troduction of the automobile and 
rapid public transportation gave 
impetus to the development of 
shopping or trading areas. The 
consumer was not restricted to the 
stores close to his home; he was 
able to shop in concentrated cen- 
ters. This reduced the relative im- 
portance of the small neighbor- 
hood store which the wholesaler 
serves. 

The development of the depart- 
ment store and mail order house. 
The department store, with its 
many lines under one roof, offering 
liberal credit and service, grew 
rapidly after the turn of the cen- 
tury. The mail order house’s popu- 
larity made it, as well as the de- 
partment store, a strong competi- 
tor of the traditional wholesale- 
retail arrangement. 

Growth of chain stores. Price-con- 
scious consumers and the develop- 
ment of a business unit which was 
functionally integrated so as to re- 
sult in lower distribution costs and 
prices were important in the rapid 
growth of the chain stores. 
Growth of super markets. This 
new type of retail outlet developed 
rapidly during the depression. 
Their ability to operate at low 
cost with resulting low prices has 
taken a considerable volume of 
trade from the wholesaler. 


(6) Financing. The passage of the 
Federal Reserve Act, which liber- 
alized the credit structure and in- 
troduced the rediscount paper on 
a large scale, tended to relieve the 
manufacturer from his depend- 
ence on the wholesaler for short 
term capital by making it possible 
for him to borrow from the banks.’ 
This gave many producers the op- 
portunity to experiment with di- 
rect distribution. 


REcENT CorRRECTIVE CHANGES 
MADE BY THE WHOLESALERS 


In analyzing the wholesaler’s position 
the author has come to two general 
conclusions. 


1. The wholesaler performs a vital 
economic function in rendering val- 
uable aid to both the manufacturer 
and the retailer. 

2. The wholesaler has been losing 
ground in our economy with more 
manufacturers’ sales branches and 
retail buying groups (chain and in- 
dependent) taking his place each 
year. 


Many wholesalers, however, have 
been aroused by the challenge of their 
competitors and have improved their 
operations, successfully meeting this 
competition. They have constructed 
new buildings, placed additional empha- 
sis on aiding retailers, removed sources 
of internal waste, and have initiated 
many other constructive changes. 


Improved handling techniques 


Hibbard, Spencer, Bartlett, & Com- 
pany, a large hardware wholesale house, 
plans to abandon its twenty year old, 
fourteen story plant on the edge of Chi- 
cago’s downtown shopping center. It is 
going to move into a one story plant in 


7 Beckman and Engle, op. cit. 
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Evanston, Ill., in approximately six 
months. By moving to the new plant the 
company will be able to cut handling 
costs, speed deliveries, and reduce over- 
head. No longer will there be excessive 
delays because of freight elevator han- 
dling time. The new sixteen acre building 
permits the extensive use of efficient 
horizontal handling equipment and re- 
duces the labor force, resulting in lower 
operating costs. 

In addition a retail store, an audito- 
rium seating one thousand people, a 
cafeteria as well as conference and gen- 
eral office space will be under one roof. 
The company has made this drastic 
change because it realized the following: 


(1) Success is in direct ratio to effi- 
ciency in handling and moving 
merchandise. Margins are narrow 
and promise to become narrower. 

(2) The cost of distributing merchan- 
dise is increased every time any- 
one touches it. 

(3) “Every step to move merchandise 
in larger quantities, to eliminate 
needless moves, to use machinery 
instead of muscle, is a step toward 
lower distribution costs.’’® 


The Brunswig Drug Wholesale house 
in Los Angeles has also moved from its 
multi-story plant to a new two story 
building in a nearby suburb. The new 
plant will permit extensive use of pallets 
and fork trucks for storing and handling 
merchandise. Paper work will be corre- 
spondingly reduced and a pre-punched 
card system will be set up.°® 


Increased emphasis on aiding retailers 


Wholesalers are realizing as never 
before that the fate of their customers 
plays an important part in their own suc- 

8 “New Building to Cut Handling Costs,” American 
Business, June 1946, p. 18., 


® “Taking A Bite Out of Costs,” American Business, 
Sept. 1946, p. 18. 


cess or failure. A research project in 1944 
discovered that those wholesalers whose 
salesmen did merchandising work re- 
ceived average orders four times as big 
as those wholesalers whose salesmen did 
not aid the retailer. The retailers also 
benefited because the average sales vol- 
ume per retailer was more than twice as 
big as the average obtained by those 
who did not receive the wholesaler’s aid. 

Better profits and less customer turn- 
over are the rewards of aiding the retail- 
ers. The chief reason for loss of custom- 
ers was reported to be price. In 1940 
those wholesalers who did at least five 
kinds of merchandising work lost less 
than one per cent (1%) of their cus- 
tomers. Those who performed less than 
five kinds of aid lost four and one-half 
per cent (43%) of their customers. Fur- 
thermore new customers were attracted 
to those wholesalers who really aided the 
retailer. ) 

From this same study it was shown 
that those wholesalers who made it a 
point to have their salesmen visit the re- 
tailer received two to six times the 
business that the negligent wholesaler 
received. It is evident, therefore, that if 
the wholesalers are to prosper they have 
to diligently aid the retailer in addition 
to merely taking orders. 

Butler Brothers, a 54 million dollar 
Chicago wholesale and chain store mer- 
chandising company with approximate- 
ly forty thousand retail accounts, has 
recognized the need for helping the small 
merchant. It provides a complete line of 
services to the retailer including account- 
ing methods and sales promotion. This 
policy has been very successful in pre- 
venting the small merchant from being 
eliminated. 

The need for helping retailers has also 
been recognized by the drug wholesalers. 
Both the National and Federal Whole- 
“sale Druggists Association recommended 
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recently that wholesalers should advise 
the retailer as to the best type of store 
layout, guide him in his stock control, 
and help him to the utmost.!® Only 
through aiding the retailer can the whole- 
saler succeed. More and more wholesalers 
are becoming cognizant of this fact. 


New methods of selling 


Several methods of selling have ap- 
peared on the scene since I941. By 
“new” the author means that the policy 
is new to the wholesaler adopting it since 
fundamentally there have been no revo- 
lutionary changes in selling methods. 
Whether these sales policies will be the 
panacea for the ills of the wholesaler can 
be questioned, but at least they are a 
step in the right direction. 

One of the new methods used by the 
wholesaler is not to sell! In other words, 
the salesman is eliminated. Several 
wholesalers have instituted a plan where- 
by their customers send in mimeographed 
order blanks at scheduled intervals. 
This has cut labor costs and has resulted 
in lower prices, thus improving their 
competitive position.” 

The Independent Grocer’s Associa- 
tion (IGA) has adopted the plan of 
using one wholesaler in each region. The 
wholesaler sells on a cash and carry basis 
and the larger the purchase the lower the 
wholesaler’s markup. The retailer is able 
to offer the products at the same price as 
the chain store and his natural inclina- 
tion to exert more effort as manager of 
his own store increases his potential net 
profit. The wholesaler’s salesmen become 
store supervisors, each advising about 
forty dealers on merchandising tech- 
niques. The economies of dealing with one 
wholesaler rather than the usual number 

10 Oi], Paint, and Drug Reporter, Mar. 10, & Apr. 28, 
I ° 
mn Stock Control Plan to Insure Profits,” American 


Business, Jan. 1947, pp. 12; also “Billing Plan Aids All 
Departments,” American Business, Jan. 1946, p. 16. 


put the retailer at a definite advantage.” 

A New York distributor of sportswear 
and equipment has devised a plan of 
concentrating his efforts on one seasonal 
line at a time. He carries no conflicting 
lines and his salesmen are able to learn 
the products thoroughly at the begin- 
ning of each season. They are also in- 
structed in sales promotion and they 
bring new plans each time they visit the 
retailer. This tieup of several manu- 
facturer’s lines leads to greater volume 
by related item selling." 

In conjunction with the new selling 
methods there has been some action 
taken toward improving the methods of 
selecting salesmen. More and more firms 
are recognizing the need for scientific 
personnel practices. The National Elec- 
tric Wholesalers Association has recom- 
mended a definite formula for selecting 
and training salesmen. Job analysis, 
description, specification, merit rating, 
and aptitude testing are to be used more 
extensively than ever before." 


Line specialization 


Wholesalers have carried a wide vari- 
ety of merchandise (many competing 
lines) so as to have available a large 
selection of goods for their customers to 
choose from. They will continue this 
policy because of its economic utility. 
Some action has been taken, however, to 
eliminate the slow moving, unprofitable 
items which have been carried for years 
because no procedure had been devised 
to determine which products carry their 
share of the burden and which ones do 
not. Wholesalers, in their desire to please 
their customers, often carry slow mov- 
ing stock which adds little contribution 

12 “TGA’s New Plan,” Business Week, Feb. 10, 1945. 

13C, J. Swain, “Wholesaler Caters to One Line 
Seasonal Manufacturers,” Printers’ Ink, July 12, 1946, 
va “National Electric Wholesaler’s 
Printers’ Ink, July 12, 1946, p. 64. 
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to the margin required to cover the 
wholesaler’s overhead costs. This places 
an unnecessary burden on the whole- 
saler. Therefore, certain wholesalers have 
instituted improved inventory controls 
which give current reports of the turn- 
over and profitability of each product. 
These controls, to be discussed more 
fully in Section 9, make it possible for 
the wholesaler to know which items to 
push and which to drop. 


Lower margins 


Competition has caused wholesalers to 
reduce their margins on many of their 
lines. In 1946 the Consolidated Grocers 
Corporation, under the leadership of 
Nathan Cummings, formulated the poli- 
cy of having a markup of as little as five 
per cent (5%) on coffee and evaporated 
milk and sometimes taking a loss on 
advertised brands. 

The company believes that the real 
profit should come from the sale of high- 
quality private brands, notably in the 
canned goods and coffee lines. In a na- 
tional weekly Mr. Cummings stated, 
“The consumer can’t make price com- 
parisons of these lines because the 
high quality canned pack is too limited 
to get much play by the chains and Con- 
solidated controls a healthy share of 
quality produce.’ 


Brand promotion 


Wholesalers have not made signifi- 
cant changes in their brand policy. They 
seem to be evenly divided as to whether 
they should emphasize the producer’s 
nationally advertised brands or their 
own private brands. 

The firm of Smith, Kline and French, 
Inc., Philadelphia drug wholesaler, has 
abandoned its private Blue Line brand 
in favor of national brands. This action 
was taken because the company believed 


% Business Week, Feb. 22, 1946, p. 80. 


that the manufacturers were justified in 
their complaint that wholesalers who 
represent them also compete against 
them. Retailers complained that the 
wholesaler, stressing private brands, 
tended to unload on them merchandise 
which was not as saleable as the national 
brands. As a result of this shift, the 
wholesaler does not anticipate any loss 
in revenue because the turnover in na- 
tional brands is seven to ten times faster 
than private brands. Many of the retail 
drug failures are due to overstocking of 
wholesaler’s brands and such merchan- 
dise under forced sale is worth only two 
cents a package. In addition, the retailer 
spends too much time buying and selling 
private brands. The national brands can 
be sold with greater assurance and effec- 
tiveness." 


Market research 


The National Wholesale Druggists 
Association has once again resumed its 
annual operating survey. The president, 
C. C. Caruso, recommended that an 
extension of wholesale operation research 
be made to develop a pilot plant tostudy 
mechanical handling of open stock room 
merchandise.” 


Improved internal control 


Internal waste, resulting in high cost, 
has been a target for wholesalers to shoot 
at for many years. It is probable that no 
satisfactory quantitative measure of effi- 
ciency for the wholesale trade has yet 
been devised. Efficiency from the point 
of view of the businessman can be meas- 
ured in terms of net profit. Socially, 
achievement of maximum desired results 
per unit of resource used would be the 
measuring stick. Cost to sales and profit 
to sales based on either of these defini- 
tions are not satisfactory measures of 

16 “Drug Wholesaler Abandons House Line in Favor 


of National Brands,” Printers’ Ink, Jan. 5, 1945, p. 210. 
17 Oil, Paint and Drug Reporter, op. cit. 
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efficiency. For example, an expense ratio 
of 5.1% may not be more effective than 
10.7% because the latter may be per- 
forming many more functions than the 
former. A more fruitful approach might 
be on the basis of determining the extent 
(if any) to which integration makes it 
possible to perform more efficiently and 
at a lower cost. It is thus necessary to 
look at two factors. 


(1) The dollar expense of handling 
each item. 

(2) The dollar gross margin contrib- 
uted by it.18 


Only through the realization that the 
above is significant can the wholesaler 
determine his efficiency satisfactorily. 

We have already seen that two firms 
are constructing new plants in order to 
cut down handling costs and provide 
faster, more efficient service. In addition, 
two wholesale grocers, one located in 
Milwaukee (E. R. Godfrey & Sons), and 
the other in St. Louis (Tom Bay) have 
adopted an accounting system that pro- 
vides them with better inventory con- 
trol, speedier order filling, lower han- 
dling costs, more accurate sales reports, 
and reduced clerical cost.!* ““This exten- 
sive use of accounting cards and ma- 
chinery plus the assembly line method of 
filling orders has proven successful in 
meeting present day demands.’ 

These wholesalers have changed their 
methods because they realized that eco- 
nomical handiing and better packaging 
which would warrant retailers to pur- 

‘chase more merchandise in full lots is 
one method of improving internal tech- 
niques. 

Wholesalers have been constantly im- 


18 C. H. Sevin, Journal of Business, p. 144. 

19 “Stock Control Plans to Insure Profits,” American 
Business, Jan. 1947, also, “Billing Plan Aids A!l De- 
partments,” American Business, Jan. 1946, p. 18. 


20 Ibid. 


proving and refining their methods of 
cost accounting. The Robinson-Patman 
Act which places restrictions on the price 
differentials which they might wish to 
grant to certain customers has made cost 
analysis of increasing importance. 

The analysis of selling and adminis- 
trative costs can become a valuable tool 
in reducing wastes in these fields. ‘“The 
most obvious opportunities are in the 
clerical and physical operation or order 
handling and sales and customer ac- 
counting, but the lessons of cost analysis 
may also be applied to some extent in 
directing salesmen’s activities and other 
phases of distribution. The mechanism 
most useful for these purposes is the es- 
tablishment of standards in order that 
management may know what distribu- 
tion activities ought to cost, as well as 
what they actually do cost. Budgets are 
established, and comparisons are made 
between plan and performance.’ The 
Bureau of Foreign and Domestic Com- 
merce has aided the wholesaler by pub- 
lishing distribution cost studies. 


Cooperative measures 


Increased cooperation among whole- 
salers has taken place on four planes. The 
first was in the formation of wholesale 
sponsored retail chains; this however, 
was slowed up by the war. Wholesalers 
have increased their aid to retailers 
however, by their counsel in merchan- 
dising and figure guidance as well as 
expert supervision. 

The Consolidated Grocer’s Corpora- 
tion is an excellent example of a recent 
series of mergers of grocery wholesalers, 
a second form of cooperation. It has 
been formed under the dynamic leader- 
ship of Nathan Cummings, and prom- 
ises to make the chains sit up and take 
notice. Another group of wholesalers 


% Distribution Cost Accounting for Wholesaling, 1939, 
p. I. 
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has combined into the Airline Foods 
Corporation. They serve the institutional 
field. The merger has three objectives. 


(1) “To provide more or less vertical 
flow of merchandise from the pro- 
ducer to customer; 

(2) To guarantee the manufacturers 
assured outlets while keeping the 
wholesaler firmly in the picture; 

(3) To attempt to equalize profits all 
around.” 


trade associations (industrial and con- 
sumer goods). This was formed in Sep- 
tember 1946 and promises to be success- 
ful in the accomplishment of its three- 
fold objectives: 


(1) “To finance research in whole- 
saling techniques that may reduce 
costs; 

(2) To educate the public to a better 
understanding of the wholesaler’s 
true function; 


Tasce II. Posrwar CuHances PLANNED BY WHOLESALERS—By TRADES 








Reporting 








Add Use 
Trade New New New Add ; New 
Concerns Lines Customers Territories Methods 
% 7% % % 
Beer, wines, and liquors 159 39 32 48 33 
Chemicals and drugs 325 54 39 54 32 
Dry goods and apparel 645 35 32 48 27 
Electrical goods 477 67 49 48 37 
Furniture 247 52 33 49 27 
Groceries 1,166 37 37 46 25 
Hardware 379 54 42 47 28 
Motor vehicle and equipment 761 58 44 53 34 
All wholesalers including industrial whole- 
salers 8 ,647 44 34 46 27 
Source: “Manufacturers, Wholesalers, To Add New Lines, Enlarge Sales Territories, Survey Shows,” Printers’ 


Ink, Apr. 20, 1945, p. 46. 


Trade associations, a third method of 
cooperation, have been an active force 
in the wholesale trade from its beginning. 
In 1945, the Dry Goods Wholesalers in- 
augurated an educational promotion 
program and a plan for raising a fund for 
a university scholarship in distribution 
has been approved.® Each association 
has been active in making recommenda- 
tions to its members and has contributed 
much to the succéss of the progressive 
wholesaler. 

A fourth kind of cooperation came into 
being in the National Association of 
Wholesalers, an organization of eight 

2 “Food Merger,” Business Week, Mar. 30, 1946, 
p. 88. 


% “Dry Goods Wholesalers Scart Industry Program,” 
Printers’ Ink, lune 29, 1945, p. 19. 


(3) To participate in conferences and 
hearings that affect their welfare, 
examine proposed national or state 
legislation concerning them and 
seek to correct purposeful or un- 
intentional misrepresentation of 
wholesaling.” 


FururE TRENDS 


Dun and Bradstreet conducted a sur- 
vey among wholesalers in 1945 in re- 
gard to the wholesalers’ postwar plans. 
From the table above it can be seen that 
almost half of the wholesalers planned 
expansion of sales territories. One third 
will sell new classes of customers, over 
one fourth will utilize new distribution 
techniques, and one sixth contemplate 
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fundamental improvements in their op- 
eration. 

These plans were made under opti- 
mistic conditions, but they do show that 
wholesalers are taking it upon them- 
selves to expand and become more 
efficient. Wholesalers are tending to be- 
come more streamlined in their opera- 
tions. The plant and equipment of the 
wholesaler needs extensive rebuilding, 
remodeling, and modernization. The 
wholesaler-independent system should 
hold its own and continue to parallel the 
growth of the future distribution of goods 
if it continues to follow a policy of aggres- 
sive improvement. 

As a means of combating the chain 
store and the operation of such firms as 
Butler Bros., Walgreens, and others, 
more independent wholesalers will join 

#4 Paul H. Nystrom, “Coming Changes in Distribu- 


tion,” Commercial and Financial Chronicle, Oct. 26, 
1944. 
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hands to form wholesale chains. The re- 
cently formed Consolidated Grocers 
Corporation has become the largest food 
firm in the industry by the purchase of 
various wholesale houses. It is larger by 
far than the average group which will 
be formed, but it does illustrate the 
trends.” 

In conclusion, the author believes the 
future position of the wholesaler is de- 
pendent upon his own actions. The reali- 
zation by the wholesaler that he has 
been losing out competitively will play 
an important part in determining future 
trends. His action since 1941 indicates 
that he will improve his competitive po- 
sition in every way possible. This im- 
provement will result in benefits to the 
manufacturer, retailer, and most impor- 
tant, in lower prices to the consumer. 


% C. H. Phillips, “Distribution Tomorrow ” Boston 
Conference of Distribution, 1945, p. 76. 
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THE WHOLESALER—AN ECONOMIC NECESSITY 


WILLIAM J. REGAN 
Sales Counselor 


Epiror’s Note: This is one of several prize-winning 
essays sponsored by the National Association of Whole- 
saler’s 1948 contest. 


THe WHOLESALER AND THE 
WHOLESALING FUNCTIONS 


Two major forces have arisen which, 
in some measure, have challenged the su- 
premacy of the wholesaler in the per- 
formance of his functions. It should be 
noted at the outset that the wholesaling 
functions may be performed by the man- 
ufacturer or retailer as well as by the 
wholesaler. 

The first of these forces began when 
large manufacturers achieved varying 
degrees of success from large-scale con- 
sumer advertising. The rapid growth of 
point of purchase promotion, and the 
realization of the strategic position of the 
retailer in dealing with the public were 
evidences of a desire by manufacturers 
for greater control over the marketing 
of their products. 

The realization of this strategic posi- 
tion of the retailer in dealing with the 
public caused the rapid growth of point 
of purchase promotion. Manufacturers 
were champing impatiently for greater 
control over the distribution of their 
products. In some instances, this desire 
for greater control was realized by the 
establishment of manufacturer’s branches 
or sales offices. This maneuver by-passed 
the wholesaler and the retailer. Thus, in- 
tegration of production and marketing 
functions by the manufacturers has be- 
come one source of competition to the 
wholesaler today. 

The other main source of competition 
has arisen through the vertical integra- 
tion backwards primarily by the large 
retail chain organizations. These firms, 


seeking greater control of their supply as 
compared to the manufacturers seeking 
greater control of their sales, have 
reached back into the marketing channel 
and now perform the wholesale functions 
as well as the manufacturing functions in 
a large number of cases. 

These two forces then, the manufac- 
turer integrating forward to the con- 
sumer, and the chain retailer integrating 
in reverse to the manufacturing level, are 
the major competitors to the wholesaler 
today. 

In support of the wholesaler, it is con- 
tended that: 


1. These two opposite actions by the 
manufacturers and the retailers 
tend to encourage reprisals and re- 
taliatory tactics between and among 
the marketing levels. 

2. These two opposite actions by the 
manufacturers and the retailers re- 
sult in a duplication of performance 
which is irritated further by the re- 
prisals and retaliatory tactics, the 
result being higher prices to the 
consumers. 

3. The wholesaler, a specialist in the 
functions he performs, is_ best 
equipped by constitution and posi- 
tion to execute those functions at 
lowest cost. 

4. Greater economic gain can accrue 
to the economy as a whole if each of 
the three specialists, the manufac- 
turer, the wholesaler, and the re- 
tailer concentrates his energies upon 
more efficient execution of that 
level’s functions, and instead of 
hasty and wasty integration of all 
the levels, each cooperates whole- 
heartedly with the others in the one 
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common goal of marketing—the 
most economical distribution of 
goods and supplies and services to 
the American public. 


Each of these assertions will be taken 
up in greater detail after a brief review of 
the wholesaler’s status during the years 
from 1929 until the present. 

Table I shows the percentages of man- 
ufacturers’ distributed sales to various 
types of wholesalers during the ten year 
period. It shows that the classification 
of “Wholesalers and Jobbers,” exclusive 
of manufacturers’ own wholesale 
branches or offices and retailers, was still 
the largest single distributor in 1939. 


Taste J. Distrisution or MAnur‘cTurers’ SALES 
BY Primary CHANNELS—ALL INDUSTRIES 











Per Cent of Distributed 

Sales Made to: 1929 | 14935 | 1939 

Own Wholesale Branches or Of- 
fices 17.5 | 21.7 | 23.8 
Own Retail Stores 2.4] 2.31 2.8 
Wholesalers and Jobbers 32.8 | 26.2 | 26.5 
Retailers for Resale 18.0 | 21.1 | 19.9 
Industrial Users 27.5 | 26.4 | 25.2 
Consumers at Retail 738) 2.33 1.8 
Agents, Brokers 9.5 | 12.6 | 9.0 














Source: Sixteenth Census of The United States, Census 
of Business, 1939, Volume II, Wholesale Trade, p. 940. 


It is apparent that the independent 
wholesalers did lose some ground to 
manufacturers’ own wholesale houses 
during the depression years following 
1929. This may have been a result of the 
general reduction in business activity 
during the depression when firms were 
reluctant to let out service contracts and 
effected many false economies by per- 
forming many functions that could have 
been executed more cheaply by others. 
This trend, however, seemed to be ar- 
rested, at least partly, by 1935 and since 
the independent wholesaler remains the 
leading performer of the wholesaling 
functions, there must be a reason. The 
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following sections will be devoted to an 
explanation of why the independent 
wholesaler is the busiest executor of the 
wholesaling functions in the United 
States today. 


INTEGRATION OF WHOLESALING BY 
MANUFACTURERS AND RETAILERS 


NTEGRATION of functions towards the 
| prosaene by the manufacturer and 
integration backwards to the manufac- 
turer by the retailer tend to provoke 
reprisals and retaliatory tactics by com- 
petition. In those few cases where the 
manufacturer has succeeded in estab- 
lishing his own retail stores, he has re- 
ceived severe competition from not only 
wholesalers whom he has by-passed but 
also from competing retailers, especially 
chains. 

From the position of the manufacturer 
on the producing level, it is easily 
thought that great economies could be 
effected if only he were able to control 
more of the marketing functions, if only 
he could become integrated with the 
wholesale and retail levels. It looks sim- 
ple: a straight line marketing channel 
with freedom for closer planning on each 
level and all directed by one top man- 
agement for greater efficiency and greater 
profit. However, it is too easy to overlook 
or underestimate the competitive struc- 
ture. 

The manufacturer absorbs the whole- 
saler and the wholesaling functions as a 
first step. All too often he finds, after a 
considerable outlay of capital and many 
headaches, that maybe the wholesaler 
was not doing such a bad job after all. 
The manufacturer then eyes the retail- 
ing level. After all, he thinks, there is 
the enviable position, the strategic post— 
direct contact with the buying public. 
And so, not being able to improve sig- 
nificantly upon the wholesaler’s cost of 
performing wholesaling functions, the 
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manufacturer completes the marketing 
integration by engaging in retailing. 

He now is operating on all three levels 
of marketing. Theoretically, his cost 
should grow lower, his volume, and con- 
sequently his profit, climb. But very 
often they do not because competition, 
not only from his own manufacturing 
level, but also from the wholesaling and 
retailing levels conspires to effect new 
techniques of merchandising which ren- 
der his apparent integration advantage 
without real competitive value. 

The manufacturer finds that the 
wholesalers and retailers, on one level 
only, are able to specialize more com- 
pletely than his broad integration will per- 
mit. He has become a kind of “‘jack-of- 
all-trades, master of none.” He has 
learned something of optimum size, and 
the limitations of time and space. He 
may have learned that intensified com- 
petition is an unpredictable and danger- 
ous element with which to play. Many 
manufacturers have learned this lesson. 

There are signs that vertical integra- 
tion from the manufacturer forward may 
soon reach its peak. The 1939 Census of 
Business! shows that the percentage of 
distributed sales made to manufactur- 
er’s own retail stores was 2.8% in 1939, 
2.3% in 1935, and 2.4% in 1929. This 
indicates that there has been no dispro- 
portionate activity in the use of this 
channel. 

When business analysts recognized 
that the marketing functions generally 
had come to possess a greater share of the 
consumer’s dollar. than the production 
function, attention was first focused upon 
the wholesaler. After all, the manufac- 
turer was producing the goods, and the 
retailer was selling them to the public. 
What exactly was the wholesaler doing 


1 United States Bureau of the Census, Census of 
Business, Department of Commerce, Retail Trade, 
Volume I, 1939. 


that was necessary? It was then that the 
wholesaler and the functions he per- 
formed went under the inquiring micro- 
scope of business analysis. This investi- 
gation of the middle channel functions 
was justified. Assaults on the whole- 
salers came from the manufacturer, the 
retailer, and the public. The whole- 
saler was surprised, caught asleep in his 
out-moded warehouse. He cried out at 
first, and crawled under a shell of con- 
vention and precedent. But the on- 
slaughts to his livelihood were serious 
and the wholesaler began to fight back. 
Many hybrid types of wholesalers were 
born, their parentage being slanted 
sometimes to the manufacturer, more 
often to the retailer. From the genetic 
lineage of the full-service wholesaler 
came the limited function wholesaler or 
speciality jobber, the wagon distributor, 
the cash and carry wholesalers, and the 
drop shippers or desk jobbers. | 
A varied flexibility replaced the old 
rigidity and with its coming the whole- 
salers breathed new life. There was a 
wide range of possibilities for creating 
further savings in the distribution stream. 
It was no longer a_habit-compelling 
groove through which manufacturers 
must channel their products according to 
any historic, immutable, economic order. 
Manufacturers had a choice of distribu- 
tive lines to choose from and it became 
the energetic challenge of each whole- 
saler to make his the most attractive. 
With this awakened interest came 
proof of the wholesaler’s ability to per- 
form the wholesaling tasks efficiently. 
There is a growing recognition today 
that the wholesaler is necessary. Years 
ago, his demise was practically assured 
by most knowing prognosticators. But 
he is still with us. Few reasons have been 
advanced for his stubborn endurance, 
but businessmen have yielded to his 
necessity. It has been a slow process of 
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winning back the confidence of business 
and the public. But the wholesaler, 
through efficient and progressively better 
methods of operation, is doing it. 

With this increasing assurance from 
the wholesaler, business scrutiny and 
speculation has gradually focused upon 
the retailer as a source of further econ- 
omy. The emphasis is beginning to be 
placed upon the type of retail store, its 
location, its layout, its attractiveness, 
its efficiency, its promotion, its inven- 
tory control methods. In addition, 
greater emphasis is being placed upon 
consumer research than ever before. 

With the advent of the large chain re- 
tailer came the first major signs of inte- 
gration in the opposite direction—inte- 
gration towards the manufacturer. Cer- 
tain chains assumed the wholesale func- 
tions and eliminated the independent 
wholesaler’s services entirely. Through 
large scale buying and the authority of 
size, the chains were able to offer price 
savings on many items. This gave the 
independent retailers and wholesalers 
cause for concern. 

In the grocery field voluntary group 
wholesalers and retailer-owned wholesale 
cooperatives soon emerged as a competi- 
tive answer. These organizations, for the 
most part, were able to match the chain’s 
buying capacities. The chains then 
sought further economies. Why not break 
into the manufacturing level in certain 
fields? And so the third stage of inte- 
gration evolved. Chain stores’ pri- 
vate brands emerged and were matched, 
though not to the same extent, by the 
voluntary group wholesalers. 

Chains at times had attempted to 
wrest further concessions from manufac- 
turers by holding the private brand men- 
ace over the manufacturers’ heads. Their 
successes caused a violent reaction from 
smaller retailers and much talk of fair 
and unfair trade. This trend was cli- 


maxed in a series of legislative acts, at 
both the buying and selling levels, de- 
signed to prevent various kinds of direct 
and indirect price discriminations. 

One of the effects of this turmoil was 
the attempt to reduce the number of 
concessions that a large operator could 
coerce from sellers because of the very 
threat of size. This was a development 
strongly disliked by chain organizations, 
highly approved by smaller independ- 
ents. 

Thus it is that the chains, through 
attempted integration to gain competi- 
tive advantage, have set in motion a 
kind of retaliatory action against them- 
selves. They were “squeezed” on all 
sides. The manufacturer, the wholesaler, 
and the independent retailer, and even 
the public shared in a common effort to 
trim their dominance. 

In these ways is integration combated. 
The structure of competition is changed 
only grudgingly. 


INTEGRATION OF WHOLESALING FuNc- 
TIONS BY MANUFACTURERS AND 
RETAILERS RESULTS IN WASTE 


Integration actions by manufacturers 
and retailers cause a duplication of per- 
formances which is irritated further by 
the reprisals and retaliatory tactics. The 
result is higher prices to the consumer. If 
the national manufacturer wants to do 
his own distribution, his costs will ad- 
vance; he must hire many salesmen; he 
must operate much larger credit and ac- 
counting departments than formerly; he 
must absorb more freight and handling 
charges; he must provide warehouse fa- 
cilities throughout the land; he must 
furnish his own information and perform 
the many services which the cultivating 
of retailer contacts entails. 

Unless the manufacturer is certain 
that he can perform the wholesaling 
functions more inexpensively than the 
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wholesaler, he should not attempt to 
integrate this level.. Much waste re- 
sults from improper or imperfect knowl- 
edge of the true import of the whole- 
saler’s position and capabilities. Some 
manufacturers perform a large part of the 
storage function themselves when that 
space could be put to better use, and 
when wholesalers, having idle space in 
their warehouses, could perform this 
function cheaper. This is just one ex- 
ample of overlapping functions where 
through a more thoughtful disposition of 
functions, an economic gain could be 
achieved. 

The wholesaler is strongly affected in 
some lines because the manufacturers 
have no definite marketing policies. The 
result is that “‘the product of a manufac- 
turer of this type passes through several 
channels of distribution and is in reality 
in competition with itself.”? This com- 
mentary continues to say that candy 
and gasoline are two commodities which 
sometimes suffer this “confusion of ef- 
fort.” 

Wholesalers, already in contact with 
many retailers, are in the logical position 
to collect and assemble the most perti- 
nent information concerning manufac- 
turers’ products. Manufacturers should 
make every effort to encourage these 
wholesalers in this valuable function for 
more accurate and timely changes in 
manufacturing procedures would elimi- 
nate much waste. The wholesaler is in the 
best position to adjudge changing trends 
especially concerning style merchandise. 

Unnecessary etonomic effort is dis- 
sipated also because manufacturers find 
it difficult to refuse unsolicited business 
from any level. Under this pressure, the 
manufacturer frequently grants distrib- 


2 Report by the National Wholesale Conference held 
under the auspices of the Chamber of Commerce of 
the United States, ““Economic Factors Affecting Whole- 
saling.” undated, page 6. 


utive rights to more distributors than 
can most efficiently perform the func- 
tions. Sometimes, and under a variety of 
disguises, the manufacturers grant price 
concessions not in accordance with list 
prices. Besides not being fair to regular 
distributors, this promiscuous selling 
costs the consumers more. There is a 
real need for more thorough distribution 
research and a greater adherence to exist- 
ing long-range policies. 

When invasion of the wholesaling func- 
tions from the retailer’s perspective is 
considered, more economic wastes be- 
come apparent. If the retailer buys in ex- 
cessively large quantities, whether for 
discounts, purposes of speculation, tax 
evasion, or any other purpose, and per- 
forms storage, stock maintenance, and 
the risk functions for this merchandise, 
there is the duplication of effort and cost 
which the wholesaler could absorb more 
inexpensively. 

Another sphere of duplicative costs is 
that of transportation. If the wholesaler 
were allowed to perform the entire de- 
livery function for the retailers, a con- 
siderable saving would result. However, 
many retailers, having idle their own de- 
livery trucks for service to their cus- 
tomers, attempt to minimize this loss of 
idle usage by accomplishing part of the 
transportation function themselves. This 
aggressiveness raises the wholesaler’s de- 
livery cost per unit. He could perform 
the total function cheaper than any other 
agency if his schedules were not compro- 
mised by enterprising retailers. No solu- 
tion is seen for this uneconomic condi- 
tion unless, through cooperation, whole- 
salers unite and refuse to allow retailers 
to call for merchandise in any wholesale 
house except the cash-and-carry. Other 
methods, such as the warehouse price 
plus transportation fee to the retailer’s 
destination are not usually effective. To 


‘achieve the greatest economy, the whole- 
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saler should perform this function com- 
pletely to the retailers. 

When retailers absorb so many of the 
wholesaling functions that they lose prac- 
tical contact with the wholesaler, a real 
and valuable service is eliminated. Ordi- 
narily, the elimination of a service is wel- 
comed, but in the absence of this func- 
tion greater costs are created. This func- 
tion is that of rendering advice and in- 
formation. 

There are other evidences of distribu- 
tive wastes resulting from overlapping of 
functions. This duplication of effort and 
capital creates a greater capacity and 
overhead than is necessary to carry out 
the marketing processes most economi- 
cally. Distribution research supplemented 
by consumer and product research is 
bringing these facts to light. As the in- 
tensity of this illumination increases the 
excess capacity or slack—in the distribu- 
tive channels will decrease, and the im- 
portant result will be a lowering of 
marketing costs and consequent eco- 
nomic gain to the consumers. 


THE WHOLESALER IS A SPECIALIST 


The wholesaler, a specialist in the 
functions he performs, is best equipped 
to execute those functions most inex- 
pensively. It is his task to place the prod- 
uct of one manufacturer in many retail 
outlets, and it is his task also to place the 
products of many manufacturers in one 
retail outlet. 

The wholesaling functions of buying 
and selling, assembling, dividing, storing, 
creating demand, granting credit, ac- 
cepting risk, transporting, issuing infor- 
mation and advice all have the unstray- 
ing attention of the wholesaler in his 
efforts to perform these functions more 
efficiently all the time. It is quite enough 
to keep him busy. 

The wholesaler has no other level of 
consideration to temper his judgments 


of the best way to perform a certain task, 
He doesn’t have to compromise, to make 
concessions or sacrifices to one level of 
endeavor in preference to another. 

The major functions of the wholesaler 
will be considered now with respect to 
specialization’s effect on their perform- 
ance. 


Buying and Selling 


Wholesalers’ buyers and salesmen are 
trained in procedures best adapted to suc- 
cessful dealing with manufacturers on 
the one hand and contacting retailers on 
the other. In each instance, these repre- 
sentatives are trained in the mechanics 
and language of the adjacent level. The 
buyers have a technical knowledge of 
comparative products and methods of 
evaluation. The sellers profit from the 
buyers’ specialized ability in purchas- 
ing which they are able to pass on to dis- 
criminating retailers. From their contacts 
on the retailer level, the salesmen gain 
insight into consumer and product trends 
which are translated back to the whole- 
salers’ buyers for advice to the manufac- 
turers. This reciprocal action is unique 
to the wholesale level and is a derivative 
of specialization denied to integration. 


Assembling and Dividing 


The functions of assembling and di- 
viding are approached in a professional 
manner. Studied efficiency in handling 
methods helps to lower costs. Organiza- 
tion of retailer orders makes for a mini- 
mum amount of dividing into broken 
case lots. Wholesalers are assisting in 
the trend towards promotional packag- 
ing as an advertising and merchandising 
device. 


Storage 


Modern warehousing methods are 
employed which provide inexpensive 
storage for all types of products. Some of 
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the advantages that apply to wholesale 
housing are: 


1) Storage and handling costs are de- 
terminable. 

2) Provision is made for unusual qual- 
ities of preservation necessary, such 
as hot or cold storage. Less waste, 
spoilage, or deterioration are the 
results. 

3) The wholesaler assumes responsi- 
bility of risk and mistakes. Through 
provision of sufficient fire-fighting 
equipment, he may be granted 
lowered insurance rates. 

4) Capacity is large enough to absorb 
heavy seasonal output. 

5) Guarantees customer satisfaction. 
The spirit of cooperation and help- 
fulness of many leading whole- 
salers is making this function 
less and less expensive. 

6) Modern machinery and handling 
devices and techniques reduce the 
man hours required for stock main- 
tenance. 


The wholesalers have truly become ex- 
perts in the knack of warehousing. Both 
manufacturers and retailers should in- 
vestigate this source for possible econo- 
mies. 


Granting Credit and Accepting Risk 


Because of the average retailer’s 
limited amount of capital, it has been 
necessary for someone to extend him 
credit. The wholesalers have accepted 
this financing function and have granted. 
more liberal terms than bankers would 
have granted. Although this may have 
tended to prolong the life of submarginal 
retailers, it has had several beneficial 
effects. Retailers have tended to concen- 
trate their purchases in a few wholesale 
houses and this centralization of orders 
has produced greater economy through 
more complete services and continuity of 


relationships with individual retailers. 

Wholesalers have proved extremely 
helpful to the economy in the downswing 
of the business cycle through the exten- 
sion of judicious and constructive credit. 
The value of this element of stability in 
our economy has probably never been 
fully comprehended. 


Demand Creation and Rendering of Advice 


The independent wholesaler has be- 
come more than a functionary merely 
passing on merchandise. He has assumed 
the sensible responsibilities of merchan- 
dising. He has projected himself beyond 
the adjacent levels of performance. He 
has extended his influence to the ulti- 
mate consumer. Since the wholesalers’ 
future lies irrevocably with the retailers, 
the wholesalers have made great strides 
in assisting and advising retailers. The 
wholesalers have generally shown them- 
selves to be more flexible in cooperative . 
action than either manufacturers or re- 
tailers. 

Wholesalers realize that as their func- 
tions become more necessary and valu- 
able they will be more in demand. Ac- 
cordingly, they have extended them- 
selves into the positions of those served 
and have come up with enlightened 
methods. 

No longer are retailers developed to 
sell the output of manufacturers. Rather, 
the wholesalers, through prudent use of 
their storage function, act as a kind of 
business barometer for manufacturers 
who have come to realize that production 
should be geared to the demands of the 
public. Wholesalers are the best judge of 
consumer demand. That is why whole- 
sale prices are used so often as a com- 
ponent of business forecasts. 

Price systems have undergone change 
too. No longer is the price decided upon 
by a uniform flat percentage mark up on 
cost. Now the policy is to work back 
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from the best retail selling price to retail 
cost, and thence to what the wholesaler 
can pay.* Gross margins are now varied 
according to competition, turnover rate, 
and consumer demand. Wholesalers 
handle some staple commodities as a 
kind of “‘loss leader,” feeling that with 
these special offers greater concentra- 
tions of purchases will be made by re- 
tailers. For example, wholesalers for 
years have accepted a 2 per cent cash 
discount as the only margin on sugar 
because they felt that if they could sell 
sugar to any single retailer, other items 
could be sold as well.‘ 

Besides these merchandising factors, 
wholesalers have entered the field of de- 
mand creation by providing all sorts of 
dealer helps to create point of purchase 
demand. Advertising plans for retailers, 
cooperative sharing of advertising costs, 
and other aids are common. 

In addition, today’s wholesalers are 
actively engaged in promoting private 
brands in some lines, cooperative and 
group action, besides such important 
specializing functions as reducing the 
number of excess and parallel lines car- 
ried, a better selection of customers, re- 
duction in size of territories, reduction in 
the volume of broken package business, 
an increase in the size of the sales order, 
and more effective advertising. Coopera- 
tion and willingness to assist the retailer 
in all of his functions have already 
brought about many of these economies, 
and more will come. 

In any complex field of marketing, 
and complexity is largely a function of 
the number of different products and out- 
lets involved, there is a definite and 


* Eaton Van Wert Read, “Wholesalers Still Going 
Strong,” Commerce, May, 1941, p. 36. 

‘Ronald B. Hayes, an address “Merchandising 
From the West”; Pacific Northwest Industry, p. 218, 
a 1936 study by Fed. Trade Commission. 


growing need for the independent whole. 
saler. The more complex the picture, 
the greater the need. With the increas. 
ing amount of product differentiation 
and variation, there is increasing need 
for specialized services, and the whole. 
salers are best equipped to render them. 


VALUE OF CooPERATIVE DISTRIBUTION 


If each of the three specialists, the 
manufacturer, the wholesaler, and the 
retailer concentrates his energies upon 
more efficient execution of his level’s 
functions, and if each cooperates whole- 
heartedly with the others in the common 
goal of marketing—the most economical 
distribution of goods and services to the 
American public—greater economic gain 
can accrue to the economy as a whole. It 
has been demonstrated that manufac- 
turer or retailer integration of any or all 
of the wholesaling functions tends to re- 
taliatory tactics and reprisals by compe- 
tition. It has also been demonstrated 
that such integration tends to duplicate 
existing facilities and is consequently 
wasteful. The advantages of specializa- 
tion in performance of marketing func- 
tions is manifest. 

The logical conclusion from this line 
of discussion is the need for joint effort 
by manufacturers, wholesalers, and re- 
tailers in studying ways and means of 
working together to lower distribution 
costs. There is clear need for study and 
proper application of consumer de- 
mands and desires. Each level can con- 
tribute to marketing savings on the 
other two levels through united action. 
Group action of trade associations on 
each plane of distribution is doing much 
to unify divergent elements. 

Stabilization of production may be 
achieved through closer cooperation and 


- not only marketing costs but also pro- 


duction costs will be lower. Realization 
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of common objectives is bringing more 
group cooperation. The individual can 
always improve his competitive position, 
but it requires the concerted attention of 
all parties to accomplish constructive 
achievements for the entire distribution 
system. 

The value of the wholesalers to the 
marketing scene is determined by the 
aggregate sum of the wholesalers’ contri- 
butions, many of which are not physi- 
cally measurable. The efficiency of the 


entire channel of distribution is judged 
also by the totality of its success in re- 
ducing the costs of apportioning the 
productive creations of the nation in 
accordance with the most insistent de- 
sires of the people. 

It is predicted that marketing costs 
will continue to be performed more 
economically, and that the wholesalers 
will continue to contribute to these 
economies. 











DISTRIBUTION EFFICIENCY 
(An Open Letter to Any Wholesaler) 


R. M. COBURN 
Hubbard, Dilley and Hamilton, Inc. 


Eprror’s Nore: This is one of several prize-winning 
essays in a contest sponsored by the National Association 
of Wholesalers in 1948. 


Any Wholesaler 
Any City, Any State 
U.S.A. 


Dear Mr. Wholesaler: 


Your National Association of Whole- 
salers has asked for suggestions to im- 
prove the efficiency of wholesaling. It 
occurred to me that you would be inter- 
ested in the specific methods used by a 
mid-western distributor to change a seri- 
ous loss to a substantial net profit in one 
year. 

This is the case history of a wholesaler 
of radio receivers and electrical appli- 
ances. His experience with cost analysis 
and control and the specific methods 
that were used to change a loss into a 
profit will be described in detail. 

In order to demonstrate the fact that 
analysis and control of costs although 
relatively complicated in practice, are 
fundamentally simple in principle, we 
will assume at first a hypothetical whole- 
saler cut down to truly basic operations. 
Otherwise you might see only the trees 
and miss the forest. 

The example is a practical impossi- 
bility, of course, but if the fundamental 
principles are sound when they are cor- 
rectly applied in the simplest possible 
terms, then they may be applied re- 
gardless of the complexity encountered. 
The only exception is a cost of applica- 
tion greater than the saving. 

It will be demonstrated that a// oper- 
ating expense, both direct and indirect 
may be correctly charged both to indi- 
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vidual salesmen’s territories and to in- 
dividual customers. Precision and ac- 
curacy will determine with a high degree 
of realism the profit or loss entailed in 
each territory and customer. Prospects 
are included whenever expense has been 
incurred. If the exact determination of 
the profit or loss created by each cus- 
tomer is a practical possibility, then the 
company’s operating statement may be 
rewritten in terms of its individual cus- 
tomers, one by one if necessary. It be- 
comes, then, a tool second to none in the 
hands of an alert management. 

This hypothetical wholesaler has a 
normal distributing establishment com- 
plete in every respect except one: he has 
but one salesman’s territory, one sales- 
man, and one customer, where, through, 
and with whom he does all his business. 

Since all of a wholesaler’s operating 
expenses are pure distribution costs, it 
is logical to assume (in this instance) 
that all of them may be applied to the 
one territory and the one customer. This 
must be so because, in the final analysis, 
the expense of the establishment has 
been undertaken to service them. 

Some writers maintain that all indirect 
distribution costs cannot be equitably al- 
located to individual customers because 
of the difficulty of finding proper bases. 
The reason for this opinion is their fail- 
ure to break operations down to funda- 
mentals. The apparent difficulty of 
application cannot nullify the truth of 
principle. 

If we agree that it is correct to apply 
all distribution expense to the one terri- 
tory and the one customer, then the ad- 
dition of dozens of territories and hun- 
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dreds or even thousands of customers 
cannot change the validity of the origi- 
nal principle. The problem then be- 
comes one of finding proper bases of 
application. With all operating expense 
charged to the one territory and its single 
customer, the profit and loss statement 
for the company is identical for all three. 
The next step toward reality is to add 
a second territory and another salesman 
who will also have one customer. 
Whether or not this would increase the 
expense of maintaining and operating 
the establishment is immaterial at this 
point. Our problem is now to allocate all 
expense only to two territories on proper 
and realistic bases. Territory and cus- 
tomers are still identical for our purpose. 
Assume that the two territories are 
unequal in market potential, in sales, in 
gross profit earned, and in the amount of 
direct expense applied. Before we can 
formulate methods of allocation of direct 
and indirect expense it will be necessary 
to classify the various kinds incurred. 


Exhibit I from the actual case history 
shows a method of classifying all ex- 
pense by specific functions and depart- 
ments. Here we have five types of de- 
partmental and nine types of functional 
expense. 

The following functional expenses 
may be charged directly to departments: 

a. Executive Salaries and Expense. 
(Travel, entertainment, etc.) 

b. Clerical Salaries. 

(When clerks and executives work 
habitually in more than one department 
their salaries and other expense may be 
pro-rated on the basis of time study or 
executive judgment.) 

c. Warehouse and Shipping Labor. 

d. Salesmen’s Compensation and Field 

Maintenance. 

e. Telephone & Telegraph, depreciation 
and repairs on equipment, supplies 
and miscellaneous expense. 

f. Occupancy, light, heat and related . 
incidental expense. 

These may be charged directly on the 


Exuistr I 


ANALYsIs OF ExpENSE—1938 



































Departments 
Order a ping, 
m rans por- 
Functions Sales Credit Writ 78) | General tation, 1938 
and Invoicing, ieaiual W, Total 
Adver- and Billing 4 ag — 
a Collections A . tration housing, 
tising ccount- Receising, 
m8 Handling 
Executive Salaries $11,200 | $6,000 | $9,700 | $20,000 | $ 9,200 | $56,100 
Clerical Salaries 2,400 1,200 4,200 3,000 1,200 12,000 
Warehouse and Shipping Labor 11,600 11,600 
Field Sales, Salaries and Expense 54,200 54,200 
Telephone and Telegraph, Repairs, Sup- 
plies, Miscellaneous 1,390 320 270 620 1,100 3,700 
Occupancy, Light, Heat, Maintenance "2,500 500 1,300 1,200 9,500 15,000 
Advertising and Sales Promotion 1,280 1,280 
Interest on Investment, Insurance, 

Taxes 4,170 460 880 1,420 1,870 8 , 800 
Auditing, Dues, Contributions, Legal 470 60 310 100 60 I ,000 
Total $77,610 | $ 8,549 | $16,660 | $26,340 | $34,530 [$163,680 
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Exuiair II 


OPERATING STATEMENT BY FUNCTIONS 

















1938 % | 1939 % 

Sales $880,000 100.00 $850,000 100.00 
Cost of Sales 733360 83.33 695,000 82.80 
Gross Profit 146,640 16.67 155,000 18.20 
Executive Salaries 56,100 6.37 $1,100 6.01 
Clerical Salaries 12,000 1.36 11,000 1.29 
Field Sales Expense 54,200 6.16 36 , 300 4.27 
Advertising and Sales Promotion 1,280 as 1,200 14 
Warehousing, Shipping, Han- 

dling, Labor 11,600 1.32 10,600 1.25 
Miscellaneous, Supplies, Tele- 

phone and Telegraph, Depre- 

ciation 3,700 «42 3,600 42 
Occupancy, Light, Heat, Main- 

tenance 15,000 1.70 15,000 1.76 
Interest on Investment, Insur- 

ance, Taxes 8 , 800 1.00 8,000 94 
Auditing, Dues, Legal, Contribu- 

tions I ,000 12 goo .12 
Total Expense $163,680 18.60 $137,700 16.20 
Net Profit (Loss) (17,040) (1.93) 17,300 2.00 











basis of the proportion of square footage 
occupied by each department. If there is 
a differential in the value of some loca- 
tions, footage may be weighted accord- 
ingly. 

g. Advertising £8 Sales Promotion. 
(Out-of-pocket charges only) 

The following indirect or overhead 
functional expenses can rarely be charged 
directly to departments. They are, in 
essence, charges against the entire busi- 
ness and, therefore, allocation must de- 
pend largely upon executive judgment. 
They are: 

a. Interest on Investment, inventory ex- 
pense, general insurance, taxes 
(other than payroll and income) 
and other interest. 

b. Auditing, dues, contributions, legal, 
special services, etc. 

These expenses (a and b, above) in 
proportion to the total are usually small. 
A satisfactory method of allocation 
widely used by cost accountants is to 
pro-rate them directly to departments on 
the basis of the share of all other ex- 


pense accounted for by each. For ex- 
ample, in 1938 the sales and advertising 
department used 47% of all other ex- 
penses and was therefore charged with 
that percentage. 

Exhibits II and III are operating 
statements with expenses classified by 
function and department. 

Our problem now is to find an accurate 
method of applying these heterogeneous 
functional and departmental expenses to 
more than one territory on equitable 
bases. 

a. Field Sales Expense. (Functional) 

These are out-of-pocket direct costs of 
maintaining salesmen in the field, 
chargeable directly to territories as 
spent. 

b. Advertising & Sales Promotion. 

(Functional) 

These are largely out-of-pocket direct 
expenses. They may be charged directly 
to territories on the basis of circulation 
of publications, percentage of radio 
listener coverage and proportion of 
direct mail. Expenses incurred specifi- 
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cally for the benefit of an individual cus- that different bases be used to charge 
tomer may be charged directly to him the customers in proportion to their use 

= as, for example, cost of dressing windows, of the facilities. For example, credit and 
setting up displays, etc. collections might be charged on the 

Ps (Nore: Rather than attempt the ad- basis of the percentage of requests for 

30 ditional detail of adding a share of credit or the share that each one con- 

20 departmental overhead to these tributes to the total accounts receivable 

‘ activities, it is preferable to charge during an accounting period. There are 

17 only the out-of-pocket portion as other methods, too detailed for descrip- 

4 described. The departmental over- tion here. 

¥ head with other promotional ex- Order writing, billing, invoicing, and 

penses such as sales conventions, accounting, could be more accurately 
sales training, etc., which cannot charged to customers on the basis of the 

: conveniently be applied directly to number of lines or items billed. For ex- 

6 individual territories, becomes an ample, if, during an accounting period, 

indirect expense and will be grouped there were 15,000 lines or items billed 

” with other indirect expenses, the and the department cost $1,500 to oper- 

2 disposition of which will be out- ate, then the cost per line would be 1o¢. 

lined later.) A customer with 75 lines would be 

“i c. Credit &§ Collections.(Departmental) charged $7.50, etc. 

— d. Order Writing, Billing, Invoicing & In this instance, and in the actual 

eX- Accounting. (Departmental) case history, these two departments have 

ing “c” and “d” are direct expenses to been combined for simplicity and econ- 


ith 


territories, but only through direct ap- 
plication to individual customers. If, 
during an accounting period a customer 


omy, even at the risk of some loss of 
accuracy. The combined charges have 
been allocated to customers on the basis 
of the number of orders billed. 











ng neither placed nor was billed for an 
by order, he could not be charged during e. Physical Handling, Receiving, Ship- 
that period with any part of the expense ping, Storing, Warehousing, Order 
ite of these departments. Filling, Traffic Management, Trans- 
us Ordinarily they should be treated portation, etc. 
to separately because accuracy demands These too are direct expenses to terri- 
ble 
Exursir III 
) OPERATING STATEMENT BY DEPARTMENTS 
of sor ee ee ee ee a 
1938 % 1939 % 
ld, 
as Net Sales $880,000 100.00 $8 50,000 100.00 
Cost of Sales 733,360 83.33 695,000 82.80 
Gross Profit 146,640 16.67 155,000 18.20 
yn. Sales and Advertising 77,610 8.82 58 ,o80 6.83 
Credit and Collections 8,540 .97 8,490 1.00 
ct Accounting, Billing, Invoicing 16,660 1.89 15,050 1.77 
’ General Administration 26 , 340 2.99 23,710 2.79 
ly Warehousing, Shipping, Han- 
on dling 34530 3-93 32,370 3-81 
lio Total Expense $163,680 18.60 $137,700 16.20 
of Net Profit (Loss) (17,040) (1.93) 17,300 2.00 
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tories, chargeable to them only through 
customers and in proportion to their use 
of the facilities. 

This is another of those problems that 
appears to be more complex than it ac- 
tually is. In this instance, packages var- 
ied from the size and weight of a small 
electric clock to a huge refrigerator. How 
then to charge customers equitably? 

Orders were shipped with every con- 
ceivable combination of numbers and 
sizes of packages. Using the scientific 
methods of industrial engineering, how- 
ever, the problem was simplified when it 
was analyzed and broken down to its 
smallest components. These factors were 
weighted, keeping in mind the footage 
of warehouse space required and the 
cost (labor time) of handling. Cubic 
measurements plus time and motion 
studies to determine the actual amount 
of space and time required for each 
package were combined mathematically 
to arrive at a single standard unit. The 
package with the lowest combination or 
the lowest cost unit was assigned a rating 
of 1. All other packages were graded up 
according to their ratio of combined ex- 
pense compared to the standard unit. 
For example, an electric clock was 
rated 1, the standard; a small radio re- 
ceiver, 10; a washing machine, 650, etc. 

During each accounting period the 
number of standard units shipped was 
divided into the total expense of the 
department. The periodic cost for the 
physical handling of a standard unit 
was the result. This might be, for ex- 
ample, $0.025. 

There is a small element of inaccuracy 
in this method. It does not reflect the 
added expense caused by different num- 
bers of shipments. If one customer 
bought goods totaling 500 standard 
units in one shipment and another 
bought the same number of units in Io 
shipments, it is obvious that it would 


cost more to handle the latter. In order 
to reflect the added expense of multiple 
separate shipments it would be neces- 
sary to compute a standard minimum 
order charge and add to that the actual 
handling cost from which such minimum 
order expense had been deducted. 

Detailed tests and comparisons were 
made for several months. It was found 
that the finer accuracy was not suff- 
cient to warrant the additional expense. 
In other instances it might be found 
practicable. 

All of the expense that can be charged 
directly to territories and customers in- 
cluding the necessary related indirect de- 
partmental and functional expense are 
included in “‘a” through “‘e” above. 

f. All Other Indirect Expense. This 
covers all administrative expense 
and those parts of functional ex- 
pense not previously accounted for. 
Occupancy charges to the sales and 
advertising departments and the 
salaries of sales clerks and sales 
executives become, for example, 
“other indirect expense.” 

This single consolidated figure com- 
petes with Field Sales Expense as the 
largest single group of costs. It has al- 
ways been a difficult task for cost ac- 
countants to find bases that will allow 
their equitable allocation to territories. 
The usual accounting practice is to pro- 
rate them on the basis of the percentage 
of sales volume for the period. If a terri- 
tory produced 12% of the company’s 
business, it was automatically charged 
with 12% of these otherwise unallo- 
cated, indirect costs. 

A little consideration will demonstrate 
the inadequacy of this method. The ter- 
ritory in which the salesman worked 
hardest and produced the most sales 
would be saddled with the largest part of 
this indirect expense. Conversely, a ter- 
ritory which produced the least business 
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would be charged with the least indirect Dla it aa ke 
expense. Carrying the idea to its logical SSR8S | FLSTe sls Ssy 
conclusion, a territory which produced a ee ee 
no sales at all (regardless of other ex- 
penditures) would escape these indirect - Sse tars ras 
charges entirely. = 8 BS AASOS ABS 

This absurdity is the logical conse- — Las = 
quence of an unsound principle. It was 
noted earlier that if a principle is sound oe ee ee ee 
it must have universal application. This 3 Rees | So grgyecgsane 
one does not and is useless for practical | _ 
purposes. Still, any method of calculat- | eg Fear 
ing the net profitability of territories | §se8 is pepe Be pepe ae fic 
must allocate these expenses equitably SASS AT MR PaaS 
under all possible circumstances. 

Like most problems it loses a great | Be8 gSsgareeageege 
deal of its apparent complexity when the | BES [a +gr-adsgtore 
fundamental elements are uncovered and oe ee oe 
analyzed. Let us ask ourselves, then, why | EE FRA eee 
we maintain the expense of this distrib- L | ra : el Gausced« a5 pe 
uting establishment. The answer is that - | S* S ae ee eS 
a market exists for the goods we have to ‘ 5 wo |) —- —— 
sell. The size and expense of the estab- = 6 = & ¢ 
lishment bears a direct relation to the 4 3 & lye Be ee 
size and characteristics of that market. i: = “ 

We see then that the factor of the relative tee eit | mgeererence 
market potential of individual territories - g See | re See ese ss 
begins to enter the picture. It must be SY SSR |S Sts ssrese 
remembered at this point that we are s | 

considering only those segments of in- ” gee Hn EMANO HO DOw 
direct expense not previously or other- ess TESCEW SELLS 
wise allocated directly to territories. 

Let us say that in some other instance ‘ 
there are two territories, A and B, whose Ess Rhoda meatay 
market potentials after competent re- tiles 
search have been found to account re- . 
spectively for 8% and 12% of the com- io 82388288888 
pany’s entire market potential. All other s > PL ASS eR BERS S 
expenses, as previously described, have se y - 
been allocated except those under dis- | i —— 
cussion. tS | RSALSRSLAS3YE 

The writer, so far as he knows, has zs oe ee 
originated the method of allocating this = 
group of indirect expense, not otherwise ‘ 
applicable, to individual territories in H Pe ere ee 
proportion as they provide an ascertained & 


percentage of the total market potential. 
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Territories A and B would then be 
charged 8% and 12% respectively, of 
these indirect costs. 

Our goal is an accounting method ac- 
curate enough to find the true vet contri- 
bution of individual territories to a com- 
pany’s operations under any possible 
circumstances. Again keep in mind that 
all other expense has already been ap- 
plied either through the customer’s use 
of the facilities or directly. It could hap- 
pen that territory A provided 20% of the 
company sales and B only 4%. In this 
instance A has sold 2% times its share 
according to its percentage of the market 
potential and B only 4. Assume that the 
block of indirect expense to be thus allo- 
cated is $100,000. The usual method 
would charge A $20,000 and B only 
$4,000. Based on market potentials the 
charges would be $8,000 and $12,000. 

In the example cited it is quite prob- 
able that with indirect expenses charged 
on the market potential basis territory 
B would be found operating at a net 
loss, whereas if it were charged only 4% 
or $4,000 it would show a spurious net 
profit. 

The more extreme the variations, the 
more sharply the market potential 
method spotlights conditions which 
otherwise would remain hidden. 

The simple fundamental underlying 
this principle of indirect expense alloca- 
tion is this: when a territory has within 
itself a measurable proportion of the 
company’s total market potential, it 
should produce sales and profits in that 
proportion and should bear that ratio of 
the expense of maintaining the estab- 
lishment not charged otherwise by direct 
participation by its customers in the 
activities. It may be necessary under 
some circumstances deliberately to budg- 
et a territory for a net loss. If the prop- 
erly chargeable expenses are going to be 
greater than the gross profits manage- 


ment should know it. When it does and 
when it knows why, the way is open for 
corrective measures. 

Up to this point, with our hypotheti- 
cal wholesaler, we have only one cus- 
tomer in each territory and no further 
division of expense. We do have, how- 
ever, an accurate accounting of the net 
profit from each territory and its one cus- 
tomer with whom it is identified. 

One additional customer is now added 
to each and, of course, we must assume 
the worst: that in each territory they 
will differ in every respect and that nei- 
ther of them will receive the same 
amount of the salesman’s time. With 
wide variance in sales, gross profits, and 
expenses charged, there will be, conse- 
quently, a considerable difference in the 
net returns from each. 

We have seen that the application of 
clerical and physical handling expense is 
direct to the customer. There is no allo- 
cation problem here. Our task now is to 
find a way to apply all other expense to 
individual customers. 

Our friends in the factory have faced 
and solved a cost allocation problem 
that has the same fundamental charac- 
teristics as this. They have developed a 
sound method of applying overhead ex- 
pense that can be used, in principle, in 
distribution. 

Most plants manufacture a wide vari- 
ety of different products at the same 
time. It is comparatively simple to apply 
direct labor and material costs to each 
product. Equitable application of fac- 
tory overhead expense, however, to a 
large heterogeneous group of articles 
made of different materials, using differ- 
ent facilities, different kinds of workmen 
and with a broad range of labor and ma- 
terial costs, presents an apparently com- 
plicated problem. 

There are several ways of applying 
factory overhead to different products, 
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but there is one that is most widely used 
and that can be employed, in principle, 
in distribution. It is the allocation of 
overhead expense on the basis of direct 
labor hours. If a certain product used 
2% of all direct labor time during an 
accounting period it was charged with 
2% of all indirect factory expense for 
that period. Since time and job tickets 
are used in all well managed plants, it is 
a simple matter to accumulate the labor 
time on each product and, at the end of 
a period, to figure its proportionate share 
of the overhead on the basis of its pro- 
portion of the total direct labor hours. 
Overhead is actually a charge for the 
“use of the facilities” and, like a rental, 
it is dependent upon the time element 
for equitable distribution—hence the 
labor hour as a yardstick. 

In distribution there is a parallel to 
this production problem. As the man at 
the work bench or machine carries with 
him, in addition to his wages, a share of 
the overhead based on the time he de- 
votes to a specific task, just so, the sales- 
man in the field also carries with him 
certain indirect or overhead expense. 
This can no more be escaped than in the 
plant. When he makes a call he is apply- 
ing to a specific task, in addition to his 
compensation and maintenance expense, 
his share of the bulk indirect expense 
which has already been allocated to his 
territory on the basis of its percentage of 
the market potential. 

The distributing establishment is 
maintained for the use and benefit of the 
customers. We have already seen how 
they may be charged for direct use. The 
only proper way to charge other terri- 
torial expense to them must then be on 
a time basis. There is a practical yard- 
stick available for measurement and that 
is the salesman’s time actually spent 
with the customer. 

Cost accountants, appreciating the 


time factor in the application of this indi- 
rect expense, have advocated the use of 
the sales call as a base. While this is a 
step in the right direction, it is too inac- 
curate for practical use. Everyone in 
sales knows that it is possible for a sales- 
man to spend from Io minutes to an 
hour or more with a customer, on a sin- 
gle sales call. That is an actual difference 
of 500%. Any attempt to apply a large 
segment of distribution costs on the 
basis of such a widely varying factor must 
necessarily result in gross and misleading 
inaccuracies. 

A way must be found, then, to charge 
sales calls to customers on a realistic and 
equitable basis. If twice the productive 
time is consumed as between two cus- 
tomers, then one of them must be 
charged twice the expense which is to be 
applied on a time basis. 

The key factor here is not the call as 
a constant value but the salesman’s 
“productive hours’. The writer defines 
productive time as that during which 
the salesman is in a position to take an 
order. How much he gets of it and what 
he does with it will determine other 
things being equal, his productivity. 
Much of his working time is unavoida- 
bly wasted and is, therefore, not directly 
productive. He must travel, wait, and 
perform various services which do not 
lead directly to an order. 

Salesmen, with some misgiving on 
their part it must be admitted, have been 
trained to measure productive time by 
means of their own wrist stopwatches. 
Using the nearest 6 or 12 minute units, 
that is, 10% or 20% of an hour as a basis 
of measurement, they have learned with 
very little practice accurately to com- 
pute their own productive time. When 
they get used to the idea they like it be- 
cause it shows them how much they lose, 
personally, when they waste time on any 
part of their work. Their productive 
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time which rarely, except with door-to- 
door salesmen, exceeds 25% of their 
working hours, becomes very precious to 
them because it is the only time during 
which they can earn their living. 

Since it is possible and entirely prac- 
ticable to measure the amount of pro- 
ductive time spent with each customer 
and prospect, we have available a tool 
similar to that used in production for the 
proper application of certain expense ele- 
ments to individual customers. There 
seems to be no other basis for equitable 
allocation. 

It is the writer’s opinion, shared with 
others, that all of the salesman’s per- 
sonal expense should be applied in this 
manner, even if he is working on straight 
commisssion and paying his own ex- 
penses. Logic would seem to demand 
that if a salesman receives money as the 
result of a business transaction with a 
specified customer, it would be fair and 
proper to charge that customer directly 
with such expense. Similarly, then, in 
theory, if he called on but made no sale 
to another, no part of his personal or 
other expense should be charged. If, as a 
compromise, there is an attempt to sepa- 
rate travel and other expense, it becomes 
too intricate and costly. 

The mere fact that one customer 
bought and the other did not is no reason 
why both should not be charged with all 
the expense that is properly applied on a 
time basis. What we are looking for is 
the net profitability of each customer. If 
they have both received the same 
amount of the salesman’s productive 
time they should be charge exactly the 
same amount of the expense so applied, 
exclusive of other charges. The one who 
bought, however, produced a gross profit. 
The other did not. When the total ex- 
pense entailed in each call and each trans- 
action is deducted from the gross profit 


(if any) we have a quick and accurate 
appraisal of each customer’s net value to 
the company, for the period. In this way 
the one that bought and the one that did 
not are each properly evaluated. 

All expense to territories falls into 5 
separate classifications: 

1. Salesmen’s personal maintenance. 
Includes salary, commission, bonus, 
travel, supplies, entertainment, 
room and meals, telephone and 
telegraph, and miscellaneous. They 
are charged directly to territories 
as incurred. 

2. Advertising & promotion. Charged 
direct to territories on a propor- 
tional basis or as used. 

3. Expense charged by per cent of mar- 
ket potential. This includes all ex- 
pense not covered in the other four 
classifications. 

4. Order processing, accounting, etc. 
Charged through customers’ use. 

5. Physical handling, etc. Charged 
through customers’ use. 

Exhibit IV shows the accounting for 
the net value of several customers in one 
territory during a full year. It will be 
noted that the expense classifications 
have been reduced to three: 

1. Order processing. (Clerical and 

accounting, credits and collection) 

2. Physical handling. (Shipping, ware- 
housing, etc.) 

3. Productive hour expense. This in- 
cludes all the expenses covered in 
I, 2 and 3 in the preceding para- 
graph. It will be noticed that these 
charges are incurred almost entirely 
regardless of whether a customer 
buys or not. In a very real sense 
they are the overhead costs of 
maintaining the establishment. In 
1938 they totaled $103,950 or 
63.5% of all expense for the com- 
pany. Each customer then must be 
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charged a share of it based on the 
time a salesman spends with him 
soliciting business. 

If special services, in appreciable 
amounts, are habitually given to indi- 
vidual customers, it will be necessary to 
add a 4th classification. 

It is a simple procedure to arrive at a 
salesman’s productive hour rate for an 
accounting period. The total number of 
such hours reported by him is divided 
into the territorial expense item 3 in the 
previous paragraph. The result is the 
complete cost of maintaining that sales- 
man per productive hour. That figure is 
then applied to each of his customers on 
the basis of the total number of produc- 
tive hours reported to have been spent 
with them. For example, if the cost per 
productive hour is $12 and the salesman 
spent .8 of a productive hour during an 
accounting period with one customer, 
then the charge would be $9.60 for that 
period whether he purchased or not. The 
expense which has been incurred is that 
part of the total distribution expense not 
related to the customer’s purchasing. 

There will be sharp differences in ter- 
ritorial expenses and in the number of 
productive hours spent during an ac- 
counting period. That means that pro- 
ductive hour expense rates will vary not 
only as between territories, but that the 
rate will also vary among periods within 
the same territory. As a result the ex- 
penses charged to customers by this 
means are never uniform. Two custom- 
ers buying the same amount of goods in 
two territories and earning the same 
gross profit can shéw wide variations in 
net profitability, possibly one showing a 
loss, the other a net profit. The same 
holds true within a territory for different 
periods of the year. 

If for some reason the salesman put in 
an abnormally small number of produc- 


tive hours, other factors remaining 
equal, his rate would be correspondingly 
high. Those rates when applied to cus- 
tomers can change what would normally 
be a profitable customer into an unprof- 
itable one. An actual loss has been taken 
and management should know it and 
know exactly why and how it happened. 
It should also know that there is no sin- 
gle standard of profitability and that 
each territory in each period is a little 
business complete within itself. 

As an illustration following are the 
yearly productive hour expense rates for 
each territory for 1938 and 1939: 











1938 1939 
Territory Rate Territory Rate 
I $13.67 I $24.39 
2 15.33 2 20.37 
3 26.10 3 22.93 
4 23.65 4 18.67 
5 11.50 5 23-95 
6 28.87 6 22.93 
7 19.21 Company 22.16 
8 20.78 
9 21.25 
Company 18.74 








The wholesaler in the case history had 
been in business since 1921. Sales had 
grown from some tens of thousands, 
serving only a few counties, to nearly a 
million when it covered the state. Net 
earnings had ranged from 2% to 5% on 
the smaller volume. In 1937, when sev- 
veral new major lines were added, sales 
of $390,000 earned a net of $11,000. In 
1938, when a sales increase showed the 
full effect of the new lines ($880,000), 
the net result was a loss of $17,000. The 
sales force grew from § to 9. 

There was no apparent reason why 
the doubled sales should have brought a 
net loss. Rather than risk another, man- 
agement employed the writer to make a 
complete distribution audit and to sug- 
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gest practical methods to return the 
company to a profitable operation. 

An analysis of the products showed 
standard lines of good merchandise 
at the usual prices, discounts, and gross 
margins. Wholesale discounts extended 
from 25% to 55% and dealer discounts 
from 15% to 45%—all off list. 

Gross profit from 1938 to 1939 in- 
creased only $8,360 and was achieved 
only in part as the result of increased 
selling and promotional effort. Since the 
actual improvement, i.e., the change 
from a loss of $17,040 to a net profit of 
$17,300, amounted to $34,340, such 
effort accounted for less than 25% of the 
net gain. It indicates clearly the fallacy 
of considering problems of this kind as 
purely selling. Total gross margin was 
raised from 16.67% to 18.20%, a Her- 
culean task, and yet inadequate to cor- 
rect the loss. 

It might be well to remark at this 
point upon what is perhaps the most 
serious limitation in a wholesaler’s opera- 
tions. His gross margin on each product 
is relatively fixed by agreement, trade 
custom, and public demand. He has little 
authority to change prices—certainly 
not retail prices. He can rarely create or 
even affect consumer demand. He can 
promote the higher profit items but that 
usually entails increased selling expense. 

Exhaustive territorial and customer 
analyses were made, using methods pre- 
viously described. Except for the sales- 
men’s productive hours and expense 
rates, which first were recorded late in 
1938, all data were computed from com- 
pany records. A number of time studies 
and field tests were made to arrive at 
estimated time spent with individual 
customers, the salesmen cooperating. 
The final estimates, based on conven- 
tional call reports already in use, were 
adjudged accurate enough for the pur- 
pose. 


A profit and loss statement was writ- 
ten for each territory. Only 3 out of 9 
showed a net profit in 1938. There was 
still no clear indication of what, specifi- 
cally, was the root cause of the loss. It 
was evident that individual customers 
had to be analyzed. Consequently they 
were arranged into statistical groups. 

Every invoice was costed and gross 
profits credited to each customer for the 
year. By methods previously described, 
expenses of the three types were charged 
to each. Then the groups were totaled. 
This type of analysis began to demon- 
strate what had not even been suspected: 
that too much expense was being accu- 
mulated against too many customers 
whose gross profits were entirely inade- 
quate to cover them. For example, 982 
out of 1,160 customers produced a net 
loss of nearly $60,000. Two hundred 
forty-three customers with total sales of 
$7,900 cost $16,750 to service. Net losses 
to the company were kept as low as 
$17,000 by the fact that a handful of the 
best customers contributed sufficient 
gross profit at relatively small expense 
almost to offset the heavy losses from 
other groups. 

Further analysis showed, however, 
that all of the smaller customers were 
not necessarily unprofitable. Exhibit IV 
shows conclusively that sales volume 
alone is not a true indication of a cus- 
tomer’s net value. 

From these analyses of sales, gross 
profits and each group type of expense 
charged to individual customers, a grad- 
ual pattern began to form and explain 
why, with $880,000 sales and reasonably 
normal conditions, a net loss was sus- 
tained, in the face of a net profit the pre- 
vious year with less than half the sales. 

Briefly, the net loss was the conse- 
quence primarily of the ill-advised at- 
tempt to sell through too many outlets 
and the resulting diversion of salesmen’s 
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time into channels that did not pay for 
it. Expenses had been incurred, notably 
those charged by means of the produc- 
tive hour expense rate, with little or no 
regard for returns in relation to the real 
expense of getting them. An aggressive 
and hard-driving sales manager wanted 
to show that he could sell everybody. 
Repeated calls were made with no 
knowledge whatsoever that the gross 
profits were always far below the mount- 
ing cumulative cost. 

Stop and consider that last statement 
again, Mr. Wholesaler. Not only was it 
the key to the solution of this distrib- 
utor’s dilemma, but it is also the funda- 
mental reason why many enterprises are 
unable to make net profits out of satis- 
factory sales volume. 

The almost universal passion to over- 
simplify all problems and their solutions, 
especially on the part of sales people, is 
largely responsible for the failure to un- 
cover and analyze fundamental causes. 
It is so much easier (mentally) to put on 
more steam, add more salesmen, more 
advertising, more promotion, more 
products, and then “pour it on.” 

“There is nothing wrong with my busi- 
ness that a few more sales won’t cure.” 
Yes, it does work once in a while, but 
industrial graveyards are full of the 
bones of companies which did nothing 
else. 

The fallacy of using the sales dollar as 
a yardstick is well illustrated in Exhibit 
IV. You will note that customer B 
showed a net profit of $10.68 on pur- 
chases of $150, while E with $895, nearly 
6 times as much, actually cost the whole- 
saler a net loss of $69.15. Judged by the 
sales dollar which is the more desirable 
customer? There could be no doubt in 
the mind of a salesman on straight com- 
mission. Unless you had a detailed analy- 
sis of distribution expense, the question 
would appear ridiculous. One call and one 


order brought a net profit on $150. Eigh- 
teen calls and 12 orders brought a loss on 
$895. You can see now how the expense 
has eaten away the gross profit. No ordi- 
nary sales analysis nor the unthinking 
opinion of a sales manager could pos- 
sibly uncover the cold, uncompromising 
facts. 

These two are, of course, extreme ex- 
amples. But how many of them do you 
have in your customer list, Mr. Whole- 
saler, and how many can you positively 
identify? And if you can identify them 
do you know why and how they hap- 
pened and what to do about them? 

In the case history the pattern for 
improvement was plainly written al- 
though it was neither easy nor simple to 
follow. 

In 1938, 982 customers created a net 
loss of $60,000 at a distribution expense 
of $94,580. The elimination of 800 or 
more customers who still produced 
$30,000 in gross profit would not solve 
the problem unless that amount could be 
saved in operating expense and without 
further sacrificing sales. That was im- 
possible the first year. 

The entire customer list was carefully 
analyzed in conference with management 
and the salesmen. Three hundred eighty- 
seven customers were dropped as inher- 
ently unprofitable under existing 
circumstances. That, in turn, necessi- 
tated a reorganization and consolidation 
of territories from g to 6. The new 
arrangement shifted a large part of 
the expense that had formerly been 
applied to the abandoned customers to 
the profitable ones. This brought about 
a seemingly unfavorable result, al- 
though it was to have been expected 
especially during the first year. In 1938, 
178 profitable customers earned a com- 
bined net of $42,900 but in 1939, 304 
profitable customers earned only 


$26,960. The reason was the shift of 
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$32,400 in expense to the profitable cus- 
tomers, that was formerly wasted on the 
others. Naturally it brought the net 
down; the net loss from the unprofitable 
customers was reduced by $50,000. That 
was the key to this wholesaler’s funda- 
mental problem. 

Although total sales dropped $30,000 
or 3.4% the transfer of sales effort and 
consequent distribution expense from 
the inherently unprofitable to the inher- 
ently profitable customers turned the 
tide. This improvement simply could not 
have been effected so quickly unless 
there were some accurate method of de- 
termining the real, usually hidden, prof- 
itability and the reasons therefor, of 
every customer on the list. 

To illustrate that even the gross profit 
margin as a per cent earned from a cus- 
tomer is not a reliable guide to his net 
value to you, look at customer F in 


Exhibit IV again. The gross margin was 
16.5%, just a little less than the average 
for 1938, which resulted in a company 
loss. And yet he earned a net profit of 
$119.54 for the company, at that mar- 
gin, on purchases of $1,050. 

Looking further you will find that he 
required only 3 calls, 1.6 productive 
hours of the salesman’s time and 4 orders 
at a total servicing cost of $53.96 or 
5.1% on his purchases. He produced an 
amazing 11.4% net profit for the whole- 
saler, not because of large volume, nor 
because he bought only higher profit 
items, but solely because the expense of 
doing business with him was so far 
below the gross profit he produced. 

That’s the story, Mr. Wholesaler. I 
hope it will be of some benefit to you. 

Sincerely yours, 


R. M. Cosurn 





ee ee lOO 





s2 


-— “SS Be Ww we ewe SN COO OD 


ae oe 





A CRITICAL APPRAISAL OF CURRENT 
WHOLESALING* 


THEODORE N. BECKMAN 
Ohio State University 


HE very title of this article sug- 
om content of a critical and there- 
fore not always complimentary nature. 
Moreover, space limitations call for a 
treatment of highlights in broad sweeps 
rather than either comprehensive cover- 
age or a detailed consideration of select- 
ed items. Finally, by the nature of 
things the concluding article of a series 
must of necessity overlap in some meas- 
ure the material covered in preceding 
articles. 


THE GREAT TASK OF THE 
WHOLESALING SYSTEM 


In the commonly accepted sense, as 
covered in the so-called middle view- 
point by census data, the wholesaling 
system comprises the complex of busi- 
ness establishments, which like the cilia 
of certain parts of the human organism, 
are constantly functioning to move the 
products of industry through the chan- 
nels of trade from primary and other 
producers to retail outlets or to indus- 
trial consumers. In this concept are in- 
cluded the operations of all wholesalers, 
manufacturers’ wholesale — branches, 
agents and brokers, bulk tank stations, 
and assemblers and country buyers. 
Contrary to current census usage, it 
should also embrace the operations of 
warehouses maintained by chain store 
systems, department stores, and mail 
order houses. Court decisions in recent 
years, including those of the Supreme 

* All statistical and factual information contained 
in this article is taken from or based upon Wholesaling 
Principles and Practice, Revised Edition, by Theodore 


N. Beckman and Nathanael H. Engle, The Ronald 
Press Company, New York, 1949. 


Court of the United States, definitely 
favor this viewpoint. From the broad 
standpoint, however, in the wholesaling 
system should also be covered all whole- 
saling activities, whether they are per- 
formed by a specialized establishment or 
in the plant of the manufacturer, by the 
mine operator, or by the farmer. 

Even in the more restricted sense used 
by the Bureau of the Census, the task of 
the wholesaling system is gigantic. Its 
magnitude may be judged in a number 
of ways, one meaningful criterion being 
the value of goods distributed at whole- 
sale and its relationship to the gross 
national product, the latter comprising 
the sum total of all goods and services 
produced in the United States. In terms 
of f.o.b. point of production or importa- 
tion values, the goods distributed at 
wholesale in different stages of the busi- 
ness cycle have ranged annually be- 
tween two-thirds and three-fourths of 
the value of the gross national product. 

To accomplish this Herculean task of 
distribution, around 250,000 wholesale 
establishments, employing the equiva- 
lent of some two million full-time work- 
ers, are functioning daily as an integral 
part of our economic system. In perform- 
ing the task of wholesale distribution, 
substantial costs are incurred by institu- 
tions specializing in wholesaling activity, 
by manufacturers, and by other produc- 
ers. The total cost of distributing goods 
at wholesale, including net profits, is esti- 
mated to range from about 17% to 
about 24% of the value of the gross 
national product, depending upon the 
phase of the business cycle. 
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Tue Pus.ic STAKE IN WHOLESALING 


To be sure, the subject of wholesaling 
is of great and direct interest to regular 
wholesalers and to all others who are 
engaged in the movement of goods or 
title thereto through the wholesaling 
channels. Also concerned are the various 
types of service agencies, like the trans- 
portation and communication systems of 
the country and many of the financial 
institutions, that facilitate the whole- 
saling process. Naturally, retailers and 
industrial consumers, constituting as 
they do the final destination of the goods 
that move through the wholesaling chan- 
nels, are directly affected by the efh- 
ciency and effectiveness of the wholesal- 
ing process. Finally, ultimate consumers 
have a stake in wholesaling, for the exist- 
ence of a specialized and highly dynamic 
wholesaling system makes it possible for 
them to have the goods available in ade- 
quate quantities at the times and places 
needed and a lower cost than would 
otherwise prevail. 


EssENTIAL NATURE OF WHOLESALING 


Evidence that wholesaling is essential, 
both as a function of the economic sys- 
tem and as a specialized institution, is 
abundant. The very existence of a large 
number of varied organizations that 
specialize in different phases of wholesale 
distribution when more direct means 
offer an alternative to manufacturers 
and other producers on the one hand and 
to retailers and industrial consumers on 
the other is in itself prima facie evidence 
that there is a genuine need for such 
institutions. More conclusive is the evi- 
dence afforded by the establishment of 
similar organizations by those who at- 
tempt to circumvent the regular whole- 
saling organizations. This fact accounts 
for the existence, on the one hand, of 
manufacturers’ wholesale offices or full- 


fledged branches or warehouses with 
merchandise stocks, and on the other 
hand, the large number of warehouses 
maintained by chain stores, department 
stores, and mail order houses. 

Further evidence of the essential 
nature of wholesaling, functionally and 
institutionally, is provided by the ex- 
perience in Russia, with an entirely dif- 
ferent political and economic system, 
under its various economic plans to date. 
Under the first piatiletka (five year plan), 
when the great concern of the country 
was increased productive capacity, little 
or no attention was given to distribution 
in general and to wholesaling in particu- 
lar. Nothing epitomized in their think- 
ing more the hated capitalistic system 
than the “middleman”—a presumably 
parasitic element characterized by the 
profit seeking motive so antithetical toa 
communist philosophy. The institution 
was therefore doomed or at best neg- 
lected, until the wastes resulting from a 
lack of coordination between production 
and distribution and from spoilage and 
deterioration of goods in transit and in 
inadequate distribution depots became 
appalling. The All-Union Council of 
National Economy was thus forced to 
reorganize wholesale trade, from time to 
time, until it established wholesaling in- 
stitutions, specializing geographically 
and by line of goods, very similar to 
what might be expected to exist in any 
other country in a similar stage of eco- 
nomic development. 


LirrLE KNOWLEDGE ABOUT 
WHOLESALING 


In spite of the tremendous task of the 
wholesaling system, the large variety of 
interests involved, and the essential 
nature of it from the standpoint of func- 
tions and institutions, the field of whole- 
saling is conspicuous for the limited 
number of books in its literature. This 
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paucity of literature carries over into the 
field of business periodicals, until recent 
years also to monograph studies, and to 
the more popular literature. This is, 
indeed, one of the weaknesses from 
which wholesaling suffers. 

One of the reasons for such paucity of 
literature on wholesaling lies in the unus- 
ual complexity of the subject. Because 
the very nature of wholesaling is so dif- 
ficult to grasp, as evidenced by a number 
of court decisions on this point in the 
past several years, and because the 
wholesaling structure is so complex and 
comprehensive, only a few have ven- 
tured to explore its intricacies. It is this 
complexity, for example, that explains in 
part the synonymous treatment accord- 
ed to wholesaling and wholesaler, despite 
the fact that the wholesaler constitutes 
but one major segment of the field. 

In some measure lack of curiosity on 
the part of the general public, scholars, 
and market investigators is responsible 
for this situation. This, in turn, may be 
traced to the misconceptions that whole- 
saling refers only to the operations of 
merchant or so-called regular whole- 
salers, that the wholesaler is rapidly 
becoming obsolete, and that wholesaling 
differs in no important respect from 
retailing. Each of these misconceptions is 
quickly dispelled upon acquisition of 
true knowledge about the subject. 

Much of this knowledge, however, 
must come from a study of those organi- 
zations that are engaged in wholesaling. 
It is at this point that wholesalers must 
assume responsibility, for altogether too 
many of them have maintained an air of 
secrecy relative to their methods of 
doing business on the theory that all 
business facts are confidential and have 
denied admittance to scholars or other 
outside interested parties. Relatively few 
of the larger retail organizations have 
pursued such tactics, and the smaller 


retail establishments are so numerous 
and access to them is so easy that much 
is known about retailing. 

Fortunately, the trend is definitely 
toward the acquisition and dissemina- 
tion of an increasing amount of informa- 
tion regarding this extremely important 
part of our economy. A number of signi- 
ficant studies have made their appear- 
ance since the 1920’s as business men in 
that field of endeavor have learned that 
they have more to gain than to lose by 
sharing information concerning some of 
their common problems. The Censuses 
of Business have provided for the first 
time a statistical portrayal of the whole- 
saling structure, though in a limited 
sense. As a prerequisite to a proper col- 
lection and presentation of the statisti- 
cal data, many of the concepts in the 
field of wholesaling were carefully de- 
fined for the first time, thereby affording 
a basis for clearer thinking and for the 
formulation, with some modification, of 
certain definitions now generally adopt- 
ed by professional men in the field of 
marketing. In addition to the census 
data, the U. S. Department of Com- 
merce has been a source of a number of 
very important studies, both of a statis- 
tical and operational nature. Many trade 
associations have become keenly aware 
of the need for a true knowledge of 
wholesaling, based on factual informa- 
tion, and have conducted or sponsored 
studies in the field, usually for the direct 
benefit of the membership and occasion- 
ally for the benefit of the general public. 
Finally, a significant amount of research 
in the field has been undertaken in lead- 
ing universities throughout the country. 

The wholesaling system has _ been 
especially derelict in the performance of 
its duty to disseminate accurate infor- 
mation about its work and its contribu- 
tion to the economy. This reluctance to 
gtve information about wholesaling is 
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illustrated when even a_ progressive 
wholesaler is placed on a program at 
which people other than wholesalers are 
present. Almost invariably he tends to 
discuss retailing and methods of improv- 
ing the business of his customers or to 
launch upon a dissertation of proper rela- 
tionships with manufacturers. While all 
of these are important, it would be much 
more pertinent to speak of the problems 
in wholesaling proper and to let the audi- 
ence in on some of the so-called secrets 
that have caused the wholesaling system 
to survive through the centuries in the 
face of consistent individual and collec- 
tive opposition of the ignorant and mis- 
informed about wholesaling whose num- 
ber is indeed legion. 

There are still large gaps in our knowl- 
edge of wholesaling. Clearly, there are 
numerous opportunities for research— 
free and unhampered—in this field and 
the various interests involved have much 
to gain not only in acquiring additional 
needed information for their own prac- 
tical uses but in publicizing it for the 
purpose of correcting prevailing miscon- 
ceptions about the true nature of whole- 
saling. As wholesaling research progres- 
ses and the body of comparatively new 
and raw dataon the subject becomes bet- 
ter assimilated, a correction of false im- 
pressions and fallacious notions must 
evolve. 


TRADITION AND INERTIA HANDICAP 
WAREHOUSING OPERATIONS 


Another weakness of the wholesaling 
system is that it has operationally been 
less progressive than either manufac- 
turers or the larger retailers. Generally 
there has been among the regular whole- 
salers, over a long course of years, a more 
or less rigid adherence to time-honored 
methods. Tradition and inertia have 
been millstones around the necks of 
many such businesses until forced, in the 


face of developments in large-scale retail- 
ing, to choose between closing their 
doors or taking drastic corrective meas- 
ures. The “inconoclasts” among them 
have indeed been few and far between, 
at least until the late 1920’s. 

pi gy ee array ; 
count for the general relative lack of 
progressiveness in their internal opera- 
tions among many wholesaling concerns. 


Important among these is the fact that 


these businesses are usually in the nature 
of proprietorships, partnerships, or close- 
ly held corporations. Family influences 
have, therefore been conspicuous. Most 
executives and other key employees 
have “‘grown up” in the business, with 
little academic training directly related 
to their work and with little knowledge 
of more progressive operating methods 
adopted by leading wholesalers. Prej- 
udices thus formed have proved a 
stumbling block in the way of innovation 
or advanced thought. 

® As already indicated, this criticism 
is more properly aimed at the internal 
physical operations of typical houses in 
the regular wholesaling lines because, in 
the buyers’ market of the 1930’s the 
principal efforts of numerous whole- 
salers were directed with considerable 
success toward developing better selling 
techniques and searching for new ways in 
which to_build sales volume. The tradi- 
tional concept of warehousing had been 
primarily one of providing storage for 
goods carried in stock. Physical opera- 
tions connected with the merchandise 
were in a large measure neglected, with 
the result that, in the early 1940's, ware- 
housing methods and practices in most 
firms were little different than they had 
been some 25 or more years previously. 
As long as operating expenses did not 
increase and as long as the established 
warehouse personnel assembled and de- 
livered orders on time, they were allowed 
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to continue using traditional methods. 
Just prior to and during the World 
War II years, sales became less of a 
problem and wholesalers were faced with 
the burden of handling an expanded 
volume of business, at the same time 
losing experienced warehouse employees 
to the armed forces or to the more re- 
munerative war industries. Rising labor 
costs, due to inexperienced help and an 
increasing wage scale, ate away at profit 
margins at a time when it was difficult 
or, because of governmental regulation, 
impossible to obtain compensating price 
increases. These factors accelerated a 
trend which had its inception among 
more progressive wholesalers some years 
before—a trend emphasizing the move- 
ment of goods as the principal warehouse 
function rather than storage—a tren 
which closely connected warehousing 
operations with the buying and selling 
activities of the firm. This trend, to- 
gether with the widely publicized results of 
United States Army materials handling 
experience under war conditions, also% 
the experience of some wholesalers in the 
Army Quartermasters Corps that ac- 
quainted them with the possibilities for 
streamlining warehouse operations, re- 
sulted in a number of changes in ware- 





housing operations that should spell 
greater efficiency in wholesale distribu- 
tion. It involves a number of concepts, 
now popular topics of discussion in cur- 
rent wholesaling literature. Particularly 
important among these are the follow- 
,ing: increasing numbers of one-story 
warehouses designed for the horizontal 
rather than the vertical handling of 
goods and located in accessible outlying 
areas rather than in congested central 
districts; new types of equipment for 
l merchandise handling, particularly elec- 
tric lift and fork trucks for handling 
palletized unit loads; and a concept of 
stock arrangement and general layout 


designed to minimize effort and to speed 
up order assembly procedure. 


UnbveE Empuasis on Costs AND 
STREAMLINING OF FUNCTIONS 


Wholesaling has undoubtedly suffered 
from an undue emphasis which has been 
placed upon the cost of operating a 
wholesale house to the disregard of re- 


search and application of the scientific” 


method. A number of trade associations 
have, for a long period of years, collected 
cost information, summarized it, and 
made it available to their memberships. 
This information has made it possible 
for one wholesale house to compare the 
efficiency of its operations with other 
establishments in the same line of trade, 
and the interest thus stimulated in cost 


information has led individual firms to. 


compare their own efficiency with that 
realized in previous periods of time. 

Such an emphasis on operating cost 
data, in itself, can easily become a false 
god, which, when unduly worshipped, 
can have an unfavorable effect on the 
status of wholesaling institutions. Oper- 
ating cost reductions are usually sought 
in one of three principal ways, each of 
which has different long run results for 
the particular institution seeking the 
cost reduction. 

Eirst, some wholesale houses are para- 
sitic in their operations in that they at- 
tempt to live off the past. Continuing 
to use fully depreciated facilities and 
equipment and refusing to undertake 
any modernization programs, they avoid 
all expenditures that can be postponed 
in any way. Operating expenses are thus 
kept at a low level, at least over short 
periods of time, at the expense of decent 
working conditions and a good reputa- 
tion in the trade. The natural result of 
such a course of action is a gradual fall- 
ing behind in the competitive struggle 

“and, ultimately, unless corrective action 


“a 
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is taken, the business is doomed to fail- 
ure. 

cond, )some wholesale houses at- 
tempt to reduce operating expenses by 
eliminating or reducing services. This 
approach is also parasitic in that the 
institution attempting it is seeking to 
live off its customers or its sources of 
supply, depending upon the nature of 
transference of such functions or serv- 
ices. The streamlining or elimination of 
functions can be very dangerous, par- 
ticularly in so far as the regular whole- 
saler is concerned, because the wholesaler 
owes his well-established position to the 
fact that he can perform certain essen- 
tial activities more efficiently than pro- 
ducers on the one hand and retailers or 
industrial consumers on the other. Cu 
tailing services without careful study as 
to which activities are essential and can 
be performed most economically by 
wholesaling establishments tends to un- 
dermine the position of the wholesaler. 
Lower costs of operation are no measure 
of an increase in efficiency if such lower 
costs are achieved at the expense of serv- 
ices or functions, or by a mere trans- 
ferring of part of the wholesaler’s job to 
the retailer or to the manufacturer. In 
cases where wholesalers attempt to ren- 
der less service, both customers and 
sources of supply are provided with a 
stronger incentive to circumvent the 
wholesaler altogether. 

The third way in which operating ex- 
penses are reduced is by performing the 
necessary services in an efficient physical 
plant and by the employment of efficient, 
well-trained, and adequately supervised 
and compensated employees. Manage> 
ments that hold this view give recogni- 
tion, however, to the fact that the direct 
control of operating expenses, while 
necessary to intelligent operation, is 
only one approach to the scientific 


management of a wholesaling concern. 
-~ 


Successful management in wholesaling, 
as in all business management, is based 
on pertinent and properly interpreted 
facts concerning all aspects of the busi- 
ness, with these facts being used as the 
basis for building sound business policies. 

Fortunately, a number of belated de- 
velopments, each contributing to an ex- 
tension of the application of scientific 
management, may be noted in the field 
of wholesale distribution. Qne of these is 
the analysis of operating costs by func- 
tions, and the application of such analy- 
ses to various segments of the business 
such as merchandise departments, sales- 
men’s territories, classes of customers, 
and so on. Another important develop- 
ment is the more widesprexd Use" of 
scientific control of sales through plan- 
ning and supervision. This type of con- 
trol is predicated upon facts gleaned from 
detailed analyses of past sales, which, 
when related to the cost analyses of the 
various segments of the business, make 
possible a redirection of the sales effort 
into more fruitful channels. In a large 
number of progressive houses, this in- 
formation is now supplemented by a 
knowledge of how salesmen spend their 
time, and by a continual flow of facts 
indicating the performance of salesmen 
in the field. In.addition to cost and sales 
analyses, 6cigntific control over internal 
operations, particularly warehousing 
functions, is becoming widely recognized 
as an essential aid to the management of 
a wholesaling concern. This is effected 
through the establishment of satisfactory 
standards of performance in a number of 
ways, including time-and-duty studies, 
the arrangement of merchandise stocks 
with reference to measured efforts re- 
quired in customer order assembling 
operations, the maintenance of adequate 
stock control records, and many other 
devices. 

Concerning the whole field of whole- 
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sale distribution, much more scientific 
research is needed in order to determine 
which functions are essential, and to 
ascertain the most economical method 





by which these functions can be per- | 
formed. 


INCREASED EMPHASIS ON THE 
SELLING FUNCTION 


Selling includes the seeking out of 


markets, creation of demand through 
advertising and sales promotional effort, 
actual sales through salesmen and other 
means, and the servicing of the sales after 
they have been effected. Selling is es- 
pecially important in a competitive 
society where, driven by a desire for 
profits, vendors take the initiative in 
promoting and satisfying the wants of 
customers. During the course of this 
century, the secular trend has been in 
the direction of greatly increased selling 
effort, a trend which has not been with- 
out its influence on the wholesaling sys- 
tem. 

Among wholesalers, the growing em- 
phasis on the selling function can be ex- 
plained largely by two factors. The first 
of these has been a basic change in the 
economy in the relationship between 
supply and demand, with supply tend- 
ing to exceed demand as the economy 
has progressed over a long period of 
years from a sellers’ to a buyers’ market. 
The second factor is an increased amount 

ond fac 

of pressure from sources of supply to 
provide more selling service. This may 
be logically an outgrowth of the first 
factor, but the fact remains that this 
condition has undoubtedly resulted in a 
greater exertion of sales effort on the 
part of wholesalers than would have 
come about otherwise. 

That wholesalers have recognized the 
importance of selling in an economy that 
is capable of producing (ignoring war 
considerations) greater quantities of 


goods than are demanded by consumers 
is evidenced by the fact that selling ex- 
penses are usually the largest item in 
operating costs of wholesaling estab- 
lishments. Actually, in typical cases in 
a number of lines of business, commis- 
sions, salaries, and expenses of the per- 
sonal sales force amount to about one- 
fourth of their total operating costs. 

Also to be borne in mind when gaug- 
ing the importance of the selling function 
in the wholesaling system is the fact that 
the second and third largest segments of 
this system consist of establishments 
that specialize largely or almost alto- 
gether in the selling function. Manufac- 
turers’ wholesale branches account for 
about one-fourth of the total volume of 
wholesale trade. These branches are 
operated primarily to accomplish a 
selling task, and it is noteworthy that 
nearly 40% of them (though a much 
smaller percentage volume-wise) con- 
centrate on selling to the exclusion of 
maintaining warehouse stocks. Then, 
the classification known as agents and 
brokers, which accounts for about one- 
fifth of total wholesale trade, consists 
largely of firms specializing in the selling 
function. The number of establishments 
represented by each of these two major 
segments of the wholesaling structure in- 
creased appreciably over the period for 
which Census data are available. 


Prorits In WHOLESALING 


Business profits are an essential part of 
our dynamic society; in essence they are 
the price which society pays for the serv- 
ices of businessmen in the capacity of 
entrepreneurs. If a reasonable degree of 
competition exists, such profits tend to 
measure society’s demand for these 
services on the one hand and business- 
men’s appraisals of their own worth on 
the other. An appraisal of wholesaling 
should therefore take into consideration 
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the profits which are realized in that 
field as compared with profits in other 
major segments of the economy. 

Just what constitutes business profits 
for a single concern, for an industry, for 
a segment of the economy, or for the 
entire economic system is a matter of 
considerable controversy. Various con- 
cepts are in evidence and these vary 
with particular viewpoints and with the 
purpose for which profits data are to be 
used. The only inclusive profits statistics 
for large segments of the economy are 
those made available by the United 
States Bureau of Internal Revenue. 
Estimates are also provided by the 
Survey of Current Business. These data, 


while in the field of manufacturing, typi- 
cal profits were about 6% of sales. In 
the first full postwar year (1946), profits 
in wholesaling were only about 4% of 
sales as compared with about 7% for 
retailing and about 9% for manufactur- 
ing corporations. 

Although profits are usually expressed 
in relation to sales, it is also very mean- 
ingful to relate the profits realized to the 
owner’s investment. On the basis of com- 
putations made by the author, average 
net profits before federal income taxes 
(and in the case of the war years, also 
before excess profits taxes) were deter- 
mined as shown in the following tabular 
presentation: 


(PERCENT OF TANGIBLE Net Wortu) 

















All Active Corporations Profitable Corporations Only 
Whole- sia Manufac- Whole- i Manufac- 
saling Retailing turing saling Retailing turing 
Last three prewar years 6.9% 6.6% 8.1% 10.0% 10.2% 10.9% 
First three war years 21.2% 19.1% 24.3% 22.8% 20.5% 25.1% 








while subject to a number of limitations, 
particularly in that they apply only to 
incorporated businesses and reflect the 
institutional accounting and legal con- 
cepts for purposes of taxation, neverthe- 
less provide the most suitable means of 
comparing relative profits opportunities 
in wholesaling, manufacturing, and re- 
tailing. 

When profits, before federal income 
taxes, are measured as a per cent of sales, 
it appears that corporations whose 
principal business is wholesaling receive 
only a relatively small return in the 
form of profits. For profitable years in 
the decade prior to World War II, profits 
in wholesale trade proper, while showing 
some variation by years, were typically 
about 1.5% of sales. In the field of re- 
tailing, during the ten years prior to the 
war, profits (except in bad depression 
years) were typically over 2% of sales, 


Thus, in spite of the fact that profits 
in wholesaling are only a small part of 
net sales, the owners of such businesses 
receive a return on their investment 
slightly larger than owners of retailing 
corporations. Furthermore, in prewar 
and actual war periods, when manufac- 
turing establishments were on the whole 
extremely well situated with respect to 
the rest of the economy, returns on in- 
vested capital in wholesaling were only 
slightly below those in manufacturing 
corporations. By and large, then, the 
conclusion may be drawn that society 
has valued the services of specialized 
wholesaling institutions on a par with 
the value placed on the services of other 
types of businesses. 


Economic PLANNING AND WHOLESALING 


By economic planning is meant a 
procedure on the part of society for the 








Di- 
In 
its 
of 


or 


ed 
n- 


he 


ge 
es 
$0 


ar 


=, 


) 


ee ee oe ee 


nr OS —UCGSWUDhC<CSCOCTCCOTlUCT 





7 iar a aor ai 


THE JOURNAL OF MARKETING 


315 





collective ordering of a nation’s economic 
life. Orderly progress is facilitated as 
individual economic groups give con- 
sideration to their responsibilities for 
overcoming obstacles in the path leading 
to greater productivity. 

Wholesaling institutions have been 
affected not only by specific regulatory 
legislative enactments of government 
but also by the increasing amount of 
broad economic planning which has 
come about as a result of a more complex 
industrial civilization. The goal of the 
economic planning thus far developed 
in the United States appears to be a 
system which provides the American 
people with an adequate standard of 
living, continuously; in other words, 
social security. 

The idea has commonly prevailed 
that national planning can be done only 
by a government with power to enforce 
its programs. As a result, business men 
have shied away from planning while 
some radical enthusiasts have striven 
for state socialism or communism. If it 
were true that no effective planning 
can be done in a democracy, then our 
system of democracy appears doomed. 
Planning is essential and there is no 
inherent reason why American business 
men and government cannot cooperate 
in planning successfully. 

The development of a specific action 
program in a particular business has 
long been recognized as a basic responsi- 
bility of the entrepreneur. There is an 
additional and equally important but 
nonetheless largely neglected function 
of management; namely, its major re- 
sponsibility for planning and establish- 
ing a program for national progress and 
for coordinating the individual’s own 
business objectives with those of the 
total economy. Wholesalers and other 
business men must face the fact that 
planning which affects their business is 
being done and that more of it will be 


done. If business men fail to participate 
in the planning, they have no one but 
themselves to blame should the results 


} prove destructive to the system which 


they support and espouse. 

Individual companies, entire indus- 
tries, all business must reappraise goals 
and policies. Programs must be built on 
a basis of facts which take into account 
the entire economy. Business men must 
take an active interest in the formula- 
tion of sound state and national objec- 
tives, in the establishment of adequate 
research and fact-finding facilities by 
government, and in the programs for 
achieving national welfare. In various 
periods of national emergency, coopera- 
tion has become the rule, but cooperation 
must likewise become the rule in normal 
times. Wholesalers and other business 
men must share the necessity for plan- 
ning with organized labor, organized 
agriculture, and other social and eco- 
nomic groups, many of which have al- 
ready gone much further than business 
management in seeing that their inter- 
ests are protected in government pro- 
grams. Results have not always been in 
the public interest and frequently have 
been detrimental to sound business. In 
the long run, a relatively stable but 
progressive and profitable economy bene- 
fits business, labor, agriculture, and the 
general public alike. 


CoNCLUSION 


The complex of institutions which 
makes up our wholesaling structure has 
demonstrated its ability to distribute a 
tremendous output of goods with rea- 
sonable efficiency. The variety of types 
of business establishments in this struc- 
ture attests to the fact that manufac- 
turers and other producers have real 
alternatives in the choice of their dis- 
tribution programs and that retailers and 


industrial consumers similarly have al- 


ternatives in making their purchases. As 
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a result, there is a spirit of healthy com- 
petition that makes for progress. 
Greater efficiency is nevertheless de- 
sirable. Too many wholesaling institu- 
tions have been short-sighted in their 
relations with the public, in their failure 
to “sell” customers and sources of supply 
on the essential nature of their position, 
in their lack of provision for the formal 
training of employees, in their blind 
adherence to time-honored methods, in 
planning with reference to short run 
considerations, and in a defeatist atti- 
tude as evidenced by a clamor for re- 
strictive legislation since the advent of 
mass retailing. A clear recognition of 
these shortcomings may point the way 
to a progressive, forward-looking ap- 
proach which is necessary if confidence 
and respect is to be inspired from with- 
out. 
‘ To do the kind of a job required of 
the wholesaling structure in a more 
efficient manner, highly trained execu- 


tives are needed. Wholesalers, in par- 
ticular, have been remiss in_ hiring 
properly trained personnel. No doubt 
they have suffered from the erroneous 
thinking that their activities are so 
technical that they can be learned only 
by long years of experience in the school 
of “‘hard knocks.” Fortunately, however, 
the more progressive concerns are break- 
ing away from this viewpoint and are 
following the lead of manufacturers who 
have generally realized for some time 
the value of training along academic and 
scientific lines. Retailers, particularly 
department and chain store organiza- 
tions, have also been in the habit of 
utilizing the services of professionally 
trained personnel, while wholesalers have 
lagged in the procession. As institutions 
in the field of wholesaling catch up with 
the parade in this regard, even more 
progress in efficient wholesale distribu- 
tion will be in evidence. 
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PART II 


SELECTED STATEMENTS ON VARIOUS 
WHOLESALE INDUSTRIES 


THIS sECTION presents brief statements by trade association executives on 
special wholesale functions according to selected industries. Each article was 
prepared from an outline suggested by Dr. E. L. Newcomb who is one of the 
contributors. Again space limitations did not permit contributions from all 
segments of the wholesale trade. The reader may wish to inquire further into 
individual differences among the various industries by writing directly to 
trade association secretaries. For that purpose the 1949 handbook and direc- 
tory on National Associations in the United States, succeeding the 1942 Trade 
and Professional Associations of the United States, is a helpful reference for 
names and addresses. The directory is issued by the United States Depart- 
ment of Commerce. The office of the National Association of Wholesalers, 
located at 708 Ring Building, Washington 6, D. C., will be pleased to answer 
general i inquiries on wholesaling. A brief description of the National Associa- 
tion of Wholesalers preceeds the selected statements.—The Editor. 




















THE WHOLESALE DRUG BUSINESS 


E. L. NEWCOMB 
Executive Vice President, National Wholesale Druggists’ Assn. 


HE WHOLESALE drug business origi- 
; poe in the United States as did 
the drug manufacturing business, namely, 
from the early apothecary shops or drug 
stores maintained by colonial settlers. 
These first drug stores imported their 
botanical drugs and chemicals in bulk 
mostly from Europe and they manu- 
factured their medicines in their re- 
tail stores. Gradually some of them 
specialized as wholesalers in importing 
and supplying drugs and chemicals to 
other retailers. Others specialized in 
manufacturing while still others con- 
tinued to function primarily as retailers 
selling directly to the public. 

As the years went by, the separation 
between the functions of drug retailing, 
drug wholesaling and drug manufacturing 
became distinct. During early colonial 
days, merchandise handled by drug 
wholesalers consisted chiefly of crude 
botanical drugs, medicines, chemicals, 
essential oils, fixed oils, toiletries, and 
soap all bought in bulk packages which 
were subdivided by the wholesaler, re- 
packaged and sold in smaller amounts, 
primarily to retail drug stores, partly to 
industrial users. Today, products han- 
dled by the wholesale drug trade con- 
sist almost entirely of packaged medi- 
cines and toiletry articles, surgical and 
other health supplies, all ready for con- 
sumer use. A limited amount of bulk 
packaged raw drugs and chemicals are 
sold by the wholesalers to industrial 
users. 

The average wholesale drug house to- 
day handles about 25,000 different items 
at any one time out of more than 100,000 
in use, including packaged medicines, 
prescription specialty items, household 


remedies, toiletries and other health 
supplies and, in addition, various so 
called sundry items. 

The successful conduct of the whole- 
sale drug business requires an ample 
warehouse for storing full cases in whole- 
sale quantity and for maintaining a large 
open stock inventory of all items pur- 
chased, together with ample office for 
personnel to maintain warehouse records, 
buying, selling, and invoicing. 

The function of conveying goods from 
the producer or manufacturer to the re- 
tailer who sells to the consumer must be 
performed by someone. Basically this is 
the function of the wholesaler. Whole- 
salers have continued to perform this 
function efficiently since colonial days. 
Had others been able to perform these 
wholesale functions more economically, 
the wholesalers in the drug industry 
would have ceased to exist long ago. 

Wholesale drug houses are located in 
each one of the some thirty-six major 
drug marketing areas of the United 
States. There are some 275 such firms in 
the United States carrying inventories 
sufficiently complete to fulfill practically 
all the daily needs of the some 55,000 
drug stores in the country. These houses 
do approximately 75 per cent of the 
total wholesale drug business in the 
country. The remaining 25 per cent is 
done by several hundred smaller whole- 
saling houses. 

The total number of employees in 
these wholesale houses including admin- 
istrative executives, office employees and 
warehouse employees is approximately 
30,000. In addition, wholesalers main- 
taining complete inventories employ 
about 3,000 salesmen who regularly 
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contact the retail drug stores. 

Formerly employees of wholesale drug 
houses rarely had more than a grade 
school or a high school education. To- 
day the personnel is increasingly made 
up of individuals who have had high 
school training and for many of the 
more responsible positions, one or more 
years of training in a school of business 
or graduation from an accredited college 
of pharmacy. 

The wholesale drug houses of the 
country for the most part, operate 
within trading areas where they are able 
to provide their retail drug store con- 
sumers with at least 24 hour service in 
the delivery of goods after receipt of 
orders either by mail or telephone from 
their retailers, or from salesmen. These 
salesmen supply retailers with infor- 
mation on new prescription specialty 
items and other medicines, as well as 
information and guidance on merchan- 
dising, display and drug store manage- 
ment. 

The approximate annual current vol- 
ume of the wholesale drug business is 
$1,250,000,000. The average operating 
cost of the wholesale drug houses of the 
country is approximately 12.5 per cent, 
this having increased about 1 per cent 
between 1946 and 1949 due primarily to 
increased wages. 

A very large percentage of merchan- 
dise handled by wholesale druggists is 
bought and sold under the terms of either 
manufacturer-wholesaler fair trade con- 
tracts or legal agency agreements. A 
small percentage is still handled under 
voluntary policies of distribution as out- 
lined by the manufacturer. 

About go per cent of the retail phar- 
macists served by wholesale druggists 
represent individually owned and oper- 
ated drug stores, each under the direct 
management of a pharmacist registered 
by astate board of pharmacy and mostly 


having graduated from a four year ac- 
credited college of pharmacy course as 
required by law. The remaining Io per 
cent of the wholesale druggists’ drug 
store customers are likewise registered 
pharmacists serving the some 5,000 drug 
stores as part of large multiple units or 
so-called chain stores. 

Seventy-five per cent of the three and 
one half billion dollar annual retail drug 
business of the country is done by the 
individually owned drug stores. About 
25 per cent of the retail drug business is 
done by the multiple unit drug stores. 
In addition, wholesale druggists supply 
some 8,000 hospitals, and also supply 
household remedies to a rather large 
number of small country stores in com- 
munities where there are no drug stores. 

The wholesale drug industry coop- 
erates closely with the retail drug indus- 
try in respect to the many management 
problems arising in retail drug stores. 

The wholesale drug industry for many 
years has cooperated with the schools of 
business of the leading universities of the 
country in the promotion and conduct 
of scientific research on operating costs, 
accounting methods, selection and train- 
ing of salesmen, economically sound 
marketing areas and potentials therein, 
job evaluation and classification, and 
handling cost studies. On two of these 
subjects, National Wholesale Druggists’ 
Association underwrote fellowships in 
graduate work in one of our leading 
universities. Each of these fellowships 
lead to the Doctor of Philosophy Degree. 
The wholesale drug industry was the first 
organized wholesale industry to estab- 
lish graduate work at the Doctorate 
level. The results of this research are 
being increasingly used by individual 
wholesale drug firms. 

The wholesale drug industry is repre- 
sented in the United States by two na- 
tional associations namely, National 
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Wholesale Druggists’ Association whose 
231 wholesale member firms do about 
80 per cent of the full line wholesale drug 
business of the country, and the Federal 
Wholesale Druggists’ Association, 
whose wholesale members do about Io 
per cent of the business. 

The essentiality of the service whole- 
sale druggist is well confirmed by the 
continued growth of this group of whole- 
salers. The some 90,000 registered phar- 
macists of the country could not possibly 
continue their important health service 
to the public in filling the nearly 400 
million prescriptions written each year 
by the medical profession were it not for 
the 24 hour service of the wholesale drug- 
gist in supplying the necessary medica- 
ments. The wholesalers furthermore ex- 
tend credit of more than 100 million dol- 
lars to retailers each morning when they 
open their doors; this also is a service to 
manufacturers. Great economies are 
rendered both to the retail druggist and 
to the public at large through these 
services rendered by the wholesale drug- 
gist. 

Direct selling by the manufacturer to 
the retailer takes place in the drug in- 
dustry to a limited extent with the faster 
selling commodities. These direct sales 
are made chiefly to retailers located in 
the some 400 more densely populated 
counties wherein resides 50 per cent of 
the population of the United States. 
Even retailers in these densely popu- 
lated areas, however, daily depend upon 
wholesale druggists for an _ essential 
part of their supplies. In the 2,600 
counties of the United States where the 


remaining $0 per cent of our population 
lives, the retail pharmacist and manufac- 
turers both depend almost entirely upon 
the wholesale druggist to perform the 
distribution functions. 

The essentiality of the services of the 
wholesale druggist is emphasized even 
more during national emergencies, such 
as times of war or local emergencies 
brought about by hurricanes, storms and 
floods, at such times immediate service 
in the supply of essential medicines is 
even more important than in normal 
times. 

Opportunities in the wholesale drug 
business for young men who have satis- 
factorily completed the undergraduate 
course in schools of business are increas- 
ing. While the majority of present em- 
ployees have only high school training 
or even less, more and more the indus- 
try is calling for young men to serve as 
salesmen who have had good basic train- 
ing in economics, accounting, marketing 
and merchandising. Also an increasing 
number of graduates of accredited col- 
leges of pharmacy are being employed as 

salesmen. There is an increasing de- 

mand for business school graduates who 
have information and experience relat- 
ing to the operation of modern tabulat- 
ing and invoicing machinery, the 
installation, operation, and use of modern 
mechanical equipment for the ware- 
housing and assembling of orders shipped. 
The number of positions for graduates in 
these fields is not at the present time 
large in the drug industry but is steadily 
increasing. 











WHOLESALE GROCERY INDUSTRY 


M. L. TOULME 
Executive Vice President, The National-American 
Wholesale Grocers’ Association 


ROM the days of early colonization of 
Bor country the wholesale grocer has 
played an increasingly important role 
in the economic life of the United 
States. In early colonial times he con- 
ducted an extensive export-import busi- 
ness, handling, in addition to staple 
food items, such lines as paints, naval 
stores, chemicals, drugs, rum and other 
spirits, textiles, hardware, fish, spices, 
coffee, tea—and many other commodi- 
ties. 

Available records in government ar- 
chives bear out in documented form 
the role of the wholesale grocer in the 
amazing growth of the mercantile life 
of the United States. With the move- 
ment westward, pioneer wholesale gro- 
cers often began their service activities 
with a covered wagon serving as their 
warehouse. 

Contrast this meager beginning with 
the huge, modern warehouses of today 
which efficiently collect and disperse the 
products of thousands of manufacturers 
who produce the every-day wants and 
needs of our entire population. 

Today, the wholesale grocer will often 
carry stocks ranging from 2,500 to 4,000 
different products, grades, and brands, 
the nature of the stock varying from 
staple food products to many household 
commodities of a non-grocery nature. 
The wholesale grocer remains constantly 
alert to the competitive wisdom of serv- 
ing as a supply source for many non-food 
items—and wisely so—for it has been 
revealed that American shoppers make 
200 million trips a week to food stores 
throughout the nation. The possibilities 
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for related products sales are increasingly 
significant. 

While warehousing requirements and 
facilities vary in relation to territories, 
types of service, volume, etc., it is a 
cardinal rule of the wholesale grocery in- 
dustry that adequate and ample facili- 
ties for storage and expeditious handling 
of the packers’, processors’, or suppliers’ 
lines must be maintained. A move to- 
ward mechanization and adoption of 
sound operating practices spelling greater 
economy of operation is ever-present in 
the industry. This movement more 
firmly entrenches the wholesaler’s posi- 
tion in the highly competitive food dis- 
tribution field. 

Specialists in their respective markets, 
the wholesale grocers perform a multi- 
plicity of services which could not be 
performed nearly so economically by the 
manufacturer. With the huge numbers of 
retail grocery outlets in this country, 
the size of the industry precludes the 
possibility of manufacturer-performed 
distributive functions in all but the 
very largest and most diversified lines— 
and significantly—some of these very 
large firms are changing or considering 
changing to wholesale distribution. 

Warehouses of wholesale grocers are 
strategically located in every trading 
area in the country. Some 5,000 whole- 
sale grocery firms carry the everday ne- 
cessities of life which are made available 
to consumers through nearly 400,000 
retail grocery outlets. 

Trade sources fixed independent food 
distribution volume at a_ staggering 
$1 5,000,000,000 for 1948. This sum rep- 
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resented approximately 62% of the 
total food volume in the United States 
and serves as conclusive testimony to 
the size and virility of the independent 
team of wholesale-retail distribution. 
Contrary to popular belief, the inde- 
pendents are today doing about the 
same percentage of the total business as 
they did in 1929. This was revealed in a 
recent study by the U. S. Department 
of Commerce which showed that in 1929 
food chains did 38.6 per cent of the total 
business, while in 1948 they accounted 
for around 38 per cent of the volume. 

To keep the “‘pipeline”’ filled, a variety 
of distributive techniques are employed. 
Depending upon local conditions (ma- 
jor chain competition, volume of mar- 
ket, concentration of outlets, etc.), sev- 
eral different wholesaling methods are 
employed. Wholesalers in the food field 
may be full-line ‘‘service” wholesalers— 
with salesmen making regular calls, 
trucking facilities assuring timely de- 
liveries (usually within 24 hours), and 
credit extension services for customer 
convenience. ‘“‘Cash-and-carry” whole- 
salers—eliminating trucking costs and 
outside sales overhead—are especially 
successful in concentrated areas where 
they are easily and readily accessible to 
their customers. In recent years “‘serve- 
yourself cash-and-carry” wholesale 
houses have further lowered operating 
overhead in the never-ending competi- 
tive struggle in the food field. 

It is readily apparent that the charac- 
ter of services rendered, the different 
marketing aspects, and the many local 
conditions in the 184 major trading areas 
of the wholesale grocery industry pre- 
clude the effectiveness of “‘average oper- 
ating percentages” so for the purposes of 
this article they will not be discussed. 

Only a small percentage of the items 
sold through grocery channels are fair- 


traded. For the most part, merchandise 
is bought and sold subject to the close 
regulation of vigorous competition. 

The wholesale grocer of today is aware 
of the fact that a sale has been consu- 
mated only after merchandise has moved 
to the consumer and, accordingly, many 
wholesalers are offering the retailers a 
variety of services to accomplish this 
end. In addition to furnishing up-to-date 
market data designed to assist their re- 
tailers in planning their purchases and 
employing proper pricing practices, many 
wholesalers offer store-engineering serv- 
ices, newspaper advertising aids, 
printed handbills and posters, accounting 
and bookkeeping assistance, display and 
merchandising materials and expert 
counsel in common problems. 

In addition to retail grocery outlets, 
hotels, restaurants, lunch-stands, hospi- 
tals and various institutions rely on 
wholesale grocers for a large portion of 
their food supplies. Often these outlets 
are served by “‘institutional” wholesalers, 
these being firms which specialize in dis- 
tribution of large-size containers, thus 
offering economies to large-scale users. 
The institutional wholesaler often is 
required to counsel on food usage and 
manner of preparation, menu planning, 
and nutritional problems. 

The wholesale grocery industry works 
closely with the various government de- 
partments in the development of valu- 
able data and statistics. At the present 
time the National-American Wholesale 
Grocers’ Association is represented on 
the recently appointed Wholesale Ad- 
visory Committee operating under the 
Secretary of the Department of Com- 
merce of the United States. The industry 
performed its war-time services so effi- 
ciently and cooperatively that the whole- 
sale grocery trade advisory committee 
was among the first to receive the 
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coveted ‘‘Award of Meritorious Achieve- 
ment” from the United States Govern- 
ment. 

The industry is served by both na- 
tional and state associations engaged in 
constructive work aimed at aiding the 
wholesale grocer. 

The services of the wholesale grocer, 
supplying go per cent of the retail food 
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outlets in the country, may well be 
compared to those offered by a giant 
public utility. It is the wholesale grocer 
assembling, warehousing, financing, 
transporting, and selling our daily needs 
who makes it possible for consumers to 
enjoy, in every section of the country, 
the remarkable variety of products 
found in the food stores of today. 
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VYFRESH FRUIT AND VEGETABLE DISTRIBUTION 


C. W. KITCHEN 
Executive Vice President, United Fresh Fruit & Vegetable Association 


Ss A BRANCH of American commerce 
A the wholesale distribution of fresh 
fruits and vegetables may be said to 
have grown up concurrently with—and 
largely as a result of—the development 
of protective transportation services by 
railway. 

In 1866, strawberry growers in Union 
County, Illinois made the first recorded 
long-distance shipment of fruit—322 
miles from Cobden to Chicago—in 200- 
quart, ice-cooled chests. Prior to that 
time fresh strawberries had been avail- 
able in American cities only when sup- 
plies could be hauled horse-and-wagon 
distances. 

In 1872, it having become apparent 
that entire carloads could be refriger- 
ated, the first “Tiffany Summer and 
Winter Car,” precursor of our modern 
refrigerator car, made the first successful 
carlot delivery of fresh fruit to the 
Chicago market. 

Before that time, only seaboard cities 
and those served by inland waterways 
received supplies of perishables from any 
considerable distance. Even then, ship- 
ment by boat was greatly hampered by 
the uncertainties of wind and weather, 
the risk of spoilage in transit, and the 
lack of adequate terminal facilities. 


135,000 ““REEFERS” IN SERVICE 


Today the Association of American 
Railroads estimates there are approxi- 
mately 135,000 refrigerator cars of all 
types in use by American carriers. Of 
these 112,000 are “regular service” cars 
commonly used to transport perishables. 

In 1947, these 112,000 cars delivered 
1,024,192 ladings, averaging 17.33 tons 
each, an average distance of 1,400 miles. 


This adds up to nearly 308 billion ton- 
miles of freight—a distance equal to 
2,234 trips from the earth to the sun. 

But this is scarcely half the fresh fruit 
and vegetable industry’s volume story. 
According to the U. S. Department of 
Agriculture, shipments to fresh markets 
by all recorded modes of transportation 
—railroad, motor truck, airplane, and 
boat—amounted to 34 million tons, al- 
most 2 million carlots, in 1948. 

This fresh-market volume was sepa- 
rate and distinct from another approxi- 
mate 8,584,000 tons of commercial fruit 
and vegetable production which reached 
the consumer through processors of all 
classes—canners, quick freezers, and 
others—whose operations account for 
about one fifth of the over-all commer- 
cial tonnage. 


MeEtTuHops oF DISTRIBUTION 


When it is considered that fresh fruits 
and vegetables, unlike their processed 
counterparts and other manufactured 
goods, are delivered to the consumer in 
an average of twenty-one days after 
harvesting, it becomes apparent that the 
system of distribution under which 
they are marketed is both vast and com- 
plex. 

This complexity is added to by the 
fact that the commodities are themselves 
both highly perishable and highly com- 
plex as to varieties, grades, brand names, 
and sizes. On almost any day of the year, 
a typical receiving market is supplied 
with no fewer than 125 different items in 
various kinds and descriptions. 

Added to this is the seasonal nature of 
most fresh fruits and vegetables, not to 
mention frequent—and not always uni- 
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form—shifting of the sources of supply 
from one producing area to another. 
Further complications arise when cer- 
tain areas come into production either 
earlier or later than anticipated, causing 
gluts or famines. 

In these unpredictable and uncontrol- 
lable circumstances, it is not surprising 
that no one method of distribution has 
been developed, or that the marketing 
system has grown up along more or less 
specialized lines, each designed to fit into 
the peculiar needs of one or more com- 
modities or a certain type of market. 


SHIPPER ALSO A DISTRIBUTOR 


Again unlike other branches of the 
food business, the fresh fruit and vege- 
table shipper—often a grower in his own 
right, a packer and marketer for others, 
or a cooperative sales agent for many 
growers—performs some of the func- 
tions ordinarily considered those of 
wholesale distribution. 

As frequently as not, for example, a 
shipment leaves its source before a defi- 
nite destination has been selected or 
order booked. It then becomes the ship- 
per’s problem, by means of constant 
communication and diversions en route, 
to decide where his cargo shall wind up 
ultimately, to whom it shall be billed, 
and/or the method of sale to be used. 

The owner of a “rolling” car may do 
one of several things. He may offer it for 
sale through one or more brokers; he 
may consign it to one of the eleven termi- 
nal auctions; he may negotiate a direct 
sale to a wholesaler or a chain grocery; 
or he may sell it to one of several specu- 
lative buyers known as carlot distribu- 
tors. 

In the first instance, the broker, to 
whom a car number and description of 
the lading has been wired or telephoned, 
negotiates the most advantageous bid 
and submits the bid to his principal for 
confirmation or rejection. If the bid is 


rejected, he may be instructed to divert 
the car to another destination. 


Auctions SERVE AS MARKET 
BAROMETER 


The eleven fruit and vegetable auc- 
tions—situated in New York, Boston, 
Philadelphia, Baltimore, Pittsburgh, 
Cleveland, Cincinnati, Detroit, Chicago, 
St. Louis, and Minneapolis-St. Paul— 
are generally regarded as a barometer of 
price and demand throughout the United 
States and Canada. 


Auction sales are conducted by means 


of oral bidding, after the commodities 
have been inspected, unloaded, sampled, 
displayed, and catalogued for sale. Here, 
as in sales negotiated through brokers, 
shippers or other owners reserve the 
right to reject, although this privilege is 
not often exercised, auction returns 
being generally accepted as reflecting 
price levels throughout the country. 

In most instances, auction sales are 
confined to fruits, though this is not a 
universal practice, some auctions also 
handling certain vegetables. In a few 
large markets such staple vegetables as 
potatoes and onions are sold on future 
contracts through commodity exchanges 
along with butter, eggs, and other prod- 
uce items. 

While the broker’s occupation is es- 
sentially that of sales agent for shippers, 
there are also buying brokers at most 
important shipping points whose as- 
signment is to book carlot orders for 
receivers in terminal markets. The 
broker may sometimes act as a merchant 
in his own name, with the consent of his 
principal, especially when splitting ship- 
ments among several buyers, though this 
is not usual brokerage procedure. 


THE Commission MERCHANT 


As the term implies, a commission mer- 
chant is one to whom shipments are con- 
signed for sale at current market prices 
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for comparable quality. Compensation 
for this service is usually an agreed- 
upon percentage of the selling price. 

Commission selling is probably the 
original modern form of marketing fresh 
fruits and vegetables, having grown up 
within and around the typical farmers’ 
market, to which local truck gardeners 
and fruit growers hauled their wares for 
private sale to both consumers and retail 
grocers. Many such markets still exist. 

As the growth of protective rail trans- 
portation brought out-of-season prod- 
ucts to more and more markets from in- 
creasingly greater distances, many com- 
mission merchants changed their opera- 
tions, wholly or in part, to service whole- 
saling, a function which will be described 
more fully as we proceed. 

It is not uncommon, however, for a 
single firm in one of the larger markets 
to operate on a commission basis with 
some of its suppliers, to purchase out- 
right from others, to sell part of its 
wares on a service-wholesaling basis, 
part as a cash-and-carry jobber, and 
even to act as a carlot broker. The term 
‘“Sobber” usually has a significance dis- 
tinct from that of ‘“‘wholesaler.” 


DIFFERENCES WITH A DISTINCTION 


The terms “jobber” and “wholesaler” 
have a different significance among prod- 
uce men than is common in other dis- 
tributive trades. In most large receiving 
markets, the jobber usually buys in full 
carlots or relatively large quantities on 
the auction, and “‘jobs” smaller quanti- 
ties to wholesalers. and others. In such 
markets, jobbers do not customarily deal 
with retailers or the restaurant trade. 

Wholesalers, on the other hand, sell 
chiefly to retail grocers, institutions, 
public eating places, and wholesale 
hucksters, usually in lots of one or more 
packages. Wholesale hucksters, some- 
times called “‘wagon jobbers,” custom- 
arily follow definite routes in outlying 


residential areas, whose retailers are too 
small or too far away to do their buying 
in the central market. 

There are also, in this more or less 
heterogenous terminal-market distribu- 
tive system, a great many retail huck- 
sters who buy wherever supplies are 
available and prices are attractive and 
who sell door-to-door in the poorer 
neighborhoods. As retail grocers im- 
prove their produce operations, however, 
this type of retailing is becoming less 
prevalent, except with sub-standard or 
over-plentiful commodities. 

Another functionary in large terminal 
markets is the carlot distributor, who 
buys and sells in quantities of one or 
more carlots, relying on his intimate 
knowledge of supplies, price levels, and 
demand in various parts of the country 
to dispose of his holdings. Generally 
speaking, the carlot distributor takes up 
some of the slack when commodities 
are in over-plentiful supply. 


Tue SERVICE WHOLESALER 


The service wholesaler of fresh fruits 
and vegetables usually operates in rela- 
tively small or medium-size cities where 
he is in direct daily contact with the 
retail trade. His activities include book- 
ing orders, extending credit, making 
deliveries, and helping his retailer cus- 
tomers dispose of their green grocery 
stocks by means of various merchan- 
dising aids and services. 

It should not be assumed, however, 
that these secondary or smaller markets 
rely exclusively on service wholesalers. 
Some of their supplies are taken care of 
by limited-service distributors, or those 
who perform no services at all other 
than a cash-and-carry type of operation. 
Such markets may—and often do— 
support two or more methods of whole- 
saling side by side. 

- As such, full service wholesaling is of 
more or less recent origin, having de- 
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veloped largely, perhaps, as an answer to 
the independent grocer’s problem of 
meeting chain-store competition, a form 
of retailing in which the chain-owned 
unit gets both its merchandise and its 
sales policies directly from company 
headquarters. Chains usually obtain 
their supplies from the same sources as 
do independent wholesalers. 

Areas covered by service wholesalers 
vary greatly, some covering radii of 
only twenty-five miles or so, others serv- 
ing retailers as far distant as 250 miles 
from their warehouses. By operating 
branch warehouses, some cover much 
greater territories. For example, one 
concern with numerous branches serves 
an area from the Pacific Northwest to 
the Great Lakes region and far down into 
the Midwest States. 

Foregoing are only some of the chan- 
nels through which fresh produce finds its 
way from grower to retailer. To tell the 
complete story would take much more 
space than is available for this article. 
It is, as we have said, a very large and 
complex business—one which is not 
likely, in the writer’s opinion, ever to 
mold itself into a single, simple method 
of operation, even if that were desirable. 


DoLLaR VOLUME AND Costs 


Sales-wise, the fresh fruit and vege- 
table industry is an eight-billion-dollar-a 
year business at the retail level. Mar- 
keting economists do not agree—and 
probably never will—as to how many of 
those eight billion dollars pass through 
the hands of distributors. Produce whole- 
saling is too vast and complicated to 
yield definitely conclusive statistics. 

While retail margins vary according to 
locality, type of store, size of city, season 
of the year, source of supply, competi- 
tion, the grocer’s temperament and busi- 
ness ability, consumer income, rate of 
turnover, spoilage, and many other im- 


ponderables—3o per cent of the con- 
sumer’s dollar is, perhaps, a fair average 
margin. 

Accepting this figure—and it is not 
far wrong—wholesale distribution re- 
ceives about 5.6 billion dollars each year, 
of which roughly 5 billions (90%) are 
passed along to pay transportation and 
refrigeration charges, assembling and 
packaging costs, and whatever share is 
ultimately returned to the grower. 

Economists may also disagree as to 
the wholesale trade’s 10 per cent gross 
share of what the retail trade pays. 
OPA found in wartime, however, an 
average weighted gross margin of 10.03 
per cent for all types of fresh fruit and 
vegetable wholesaler, while Dun & Brad- 
street, Inc., reports a median average net 
profit of 1.6 per cent for the same trade 
during the years 1943 to 1947, inclusive. 

If gross-margin and net-profit per- 
centages have changed since 1947, they 
have probably declined as competition 
from processed food specialities and 
durable goods, many of which were 
scarce in wartime, has increased. It is to 
be noted that there are few, if any, fixed 
margins in the fresh fruit and vegetable 
industry, this factor, like price, being 
governed almost entirely by the law of 
supply and demand. 


How Many Distrisurors? 


Authorities also differ as to the num- 
ber of firms and individuals engaged in 
fresh fruit and vegetable distribution. 
Licenses under the Perishable Agricul- 
tural Commodities Act (administered by 
the Department of Agriculture) totaled 
25,975 in April, 1949. Of these, according 
to best estimates, approximately 10,000 
are engaged entirely or partly in whole- 
saling. About 1,300 are brokers. 

Accurate classification is hard to ac- 
complish, however, as many whose chief 
business may be that of terminal-market 
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distribution are also growers or shippers, 
or both. When the forthcoming Census 
of Business is available, more light may 
be shed on this question, though many 
duplications of function will still exist. 

In round numbers, the retail market 
for fresh produce includes about 500,000 
food stores, including 27,000 corporate 
chain units, and in addition 340,000 
public eating places, all served one way 
or another by the distributive trade. 
Many retail outlets require daily de- 
liveries, some two or three times a week, 
some once a week. The latter are rela- 
tively unimportant, however, from a 
dollar-volume standpoint. 


INDUSTRY TRADE ASSOCIATION 


The largest industry trade organiza- 
tion is the United Fresh Fruit & Vege- 
table Association, of Washington, D. C., 
with members in all forty-eight States, 
Canada, and Mexico. This group, rep- 
resenting all phases of the industry, 
performs legislative, transportation, ad- 
vertising, publicity, merchandising, and 
information services—to mention only 
the more prominent—for its approxi- 
mately 2,500 members. 

A smaller association, also located in 
Washington, is the National League of 
Wholesale Fresh Fruit & Vegetable Dis- 
tributors, whose members, chiefly com- 
mission merchants, are confined largely 
to the eastern States. A third group, the 
International Apple Association, of 
Rochester, New York, confines its ac- 
tivities principally to deciduous fruits. 
The Apple Association has some foreign 
members. 

There are, in addition, numerous local 
groups serving individual commodities, 
shipping areas, and receiving markets. 
These are concerned chiefly with traffic, 
production, and credit matters. Most of 
the commodity, regional, and local as- 


sociations are members of the United 
Fresh Fruit & Vegetable Association, 
with which they work closely on prob- 
lems of mutual significance. 


UNEXPLORED FRONTIERS 


The fresh fruit and vegetable distrib- 
utive business is a more or less loosely- 
integrated organism. Whether it can 
ever conform to a single pattern of 
operation—or a few well-defined pat- 
terns—is doubtful. While a trend to- 
ward systemization is under way, the 
unpredictable nature of its wares mili- 
tates against a high degree of conven- 
tional method. 

It has, perhaps, some of the last un- 
explored frontiers of American business 
to which today’s student—tomorrow’s 
practitioner—of scientific marketing 
could well devote his talents. One such 
frontier is the more efficient handling of 
fresh fruits and vegetables by retailers, 
a responsibility recently undertaken by 
the United Merchandising Institute as a 
service to the entire industry. 

Beginners looking for a humdrum, 
stereotyped occupation will not find it in 
the fresh fruit and vegetable business. 
No two days—scarcely two successive 
hours—are exactly alike. New problems 
come with every season—every com- 
modity—almost every shipment. New 
opportunities constantly present them- 
selves to men of energy and vision. 

A wide gap exists between today’s 
464-pound average per-capita consump- 
tion of fresh fruits and vegetables and 
the 546 pounds nutritionists say are 
needed for a “‘good”’ diet. A still wider 
gap remains between the latter and an 
“ideal” diet. There is enough potential 
in both production and distribution to 
take care of either need. Satisfying these 
needs will be a worthy public service. 











~/ WHOLESALE TOBACCO TRADE 


H. B. PATREY 
Associate Director, National Association of Tobacco Distributors 


AcH wholesale trade renders a spe- 
EK cialized service to the 148 million 
American consumers. Each has a dis- 
tinguishing characteristic. The salient 
fact about the wholesale tobacco trade 
is not merely that its annual sales volume 
exceeds $3 billion but that its members 
service more retailers than any other 
type or class of wholesaler. 

The reason is simple. Tobacco dis- 
tributors are not only the largest whole- 
salers of tobacco products but also of 
candy and confectionery products, and 
these two types of merchandise are sold 
by far more retailers than any other 
kinds of goods. There are approximately 
1,250,000 places in the United States 
where cigarettes are sold at retail and, 
except for chain stores, virtually all of 
these establishments are served by whole- 
salers of tobacco products. That con- 
stitutes a breadth and depth of distri- 
bution unequalled in the American econ- 
omy. The fact that consumers from the 
Back Bay to the Barbary Coast, and 
from the Gulf to the Great Lakes, even 
those living in the most remote villages 
and hamlets, can depend on an unfailing 
and uninterrupted supply of tobacco 
products is indeed a tribute to the serv- 
ice rendered by the wholesale tobacco 
trade—a service almost rivaling that of 
the United States Post Office. 

Historically, the tobacco industry as a 
whole enjoys the distinction of being the 
oldest in America, and tobacco was the 
principal item of trade in the earliest co- 
lonial times. In the seventeenth and 
eighteenth centuries tobacco shops flour- 
ished but, except for some rare specimens, 
there is no record of tobacco being put 
up or packaged under a label or brand. 
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The shops were directly supplied by to- 
bacco farmers or small manufacturers 
with cut, shredded, or plug tobacco in 
plain cannisters, wooden pails or boxes, 
and was retailed by weight according to 
grade. 

The modern commercial development 
of the tobacco industry gained its first 
impetus in the 1860’s. Union soldiers, 
sifting back North following the war 
between the states, brought back with 
them supplies of tobacco packed in 
muslin sacks which had been purchased 
from small manufacturers in the Caro- 
linas and Virginia. The taste for these 
particular blends of tobacco grew rapidly. 
Old records of the Bureau of Internal 
Revenue show that tobacco tax collec- 
tions increased from $3,098,000 in 1863 
to $47,392,000 in 1883. Of course, even 
the latter sum is paltry compared with 
the $1,321,875,000 collected by the fed- 
eral government in tobacco levies in the 
fiscal year ended June 30, 1949. 

Less than one per cent of the 2,438 
wholesale tobacco firms now in existence 
have been established more than a half 
century. The greatest growth in the in- 
dustry has taken place during the past 
35 years, due largely to the phenomenal 
increase in the consumption of cigarettes 
which in I915 amounted to only 15 
billion, compared with 365 billion in 
1948. 

One of the most notable characteris- 
tics of the wholesale tobacco trade is its 
flexibility. Whereas other conventional 
types of wholesalers follow a more or less 
orthodox pattern and confine their oper- 
ations to one or perhaps two or three 
types of retailers, the wholesale tobacco 
distributors serve any and all types of 
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WHOLESALE Tosacco Trape, UNITED StaTEs, 1948 


1. Number of Primary Wholesale Tobacco Distributors in U.S........ 2,438 
ee Gr WINNIE SII oc. ons ise cs se mennicweceesseceese 10, 360 
POM GE COMMRREPCERE VORNCIOS,. 0. 55 occ te cece nec cceseceecees 8,710 
4. Estimated Gross Sales of Primary Wholesalers, oie pews ke Maced bane $3,081 ,687 ,000 
NE ON WEEE CRUIIO oo cade cu vccwccdsudncnessesissesdesedi I ,082 ,000 
6. Estimated Wholesale Value of Products Distributed: 
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I she ii dehiees Jk eR Mis ARO he +o 20d ds a REPRE TE HERS 


$1,672, 470,000 
313,218,000 


(c) Tobacco (Smoking, Chewing & Snuff)..................0200005 185,471,000 
(d) Confectionery, Chewing Gum & Fountain Syrups............... 343,140,000 
SCE ar ee eee Sr ee eee 21,167,000 
I EE eee Teer re 14,195,000 
PFE OT TE TET OTC POT eee Ce Te 26,129,000 
, a nas wir nai ndaae tebaeikaw kak ned anaamhan 40,141,000 
aia cn 6.5 nh apnea a +e ied hd hen tee CARSa Ode 3,201,000 
| ISA Se ee Pr ety Pp ee eee 61,174,000 
er . |. s vivaw th edecteasaleeeeiuerededesans 55,478,000 
| nt sands Kis eh on dp boravewee ie eabaane cdbuseeae bates 39,295,000 
EE EES EE ET eT eee 306,612,000 
7. Number of Wholesale Grocers and Miscellaneous Wholesalers 
ee Es hs a ee akina ns chee baneeeeeeenen emeee 2,820 
8. Estimated Sales by Secondary Wholesalers of Tobacco Products, Con- 
fectionery, and Merchandise Other Than Grocery Products and 
Nec sesh oan chet ks haem RRA Ew ERs nance $757 ,680,000 


AN 


retail outlets which afford a market for 
their wares. Verified figures show that 
there are eight establishments selling 
tobacco products for each thousand of 


ing and hotel stands, news depots, clubs, 
amusement resorts, summer resorts, bars 
and taverns, roadside stands, theaters, 
billiard parlors, bowling alleys, railway, 


population, excluding places with vend- air and bus terminals, and literally scores 
: ing machines. New York City alone has_ of other miscellaneous outlets. 
f nearly as many places selling cigarettes The wholesale tobacco trade has not- 
. as there are drug stores in the entire ably expanded the range of its inventory 
¢ United States. in recent years in keeping with the tend- 
I & The wholesale grocer confines his dis- ency of retailers to diversify their lines. 
s tribution exclusively to food outlets,and As will be seen in the table appended, 
5 the wholesale druggist restricts his serv- tobacco distributors transact a huge vol- 
1 ices almost entirely to drug stores. The ume of business in sundry lines, including 
same general practice is followed by paper goods, leather goods, razors and 
7 hardware, jewelry, dry goods and other _ blades, writing instruments, school sup- 
S types of wholesalers. plies, flashlights, toys, pocket knives, 
| The wholesale tobacco distributor, on drug sundries, matches, playing cards, 
S the contrary, crosses the lines of many clocks and watches, work gloves, alco- 
. other classes of wholesalers. He supplies holic beverages (in certain states) and a 
C not only retail tobacco stores, but drug host of other items. With respect to sun- 
0 stores, grocery stores, general stores, dries, however, it is noteworthy that 
f eating places, filling stations, office build- wholesalers have shown a marked tend- 
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ency since the war to restrict their pur- 
chases to standard lines enjoying ready 
consumer acceptance. 

The business of tobacco wholesaling is 
not highly standardized, as is true of 
wholesale grocers, wholesale druggists, 
etc. For example, the cigarette volume of 
one distributor may represent as much 
as 80% of his total sales, while in the case 
of another distributor cigarettes may 
account for only 25% of his volume. 
Another wholesaler may do 50% of his 
business on cigars, while another may 
concentrate on confectionery or special- 
ize in sundries. It would be difficult to 
find two wholesale tobacco distributors 
in the United States whose percentages 
of sales in each merchandise category 
are identical. 

It is also important to note that the 
trading areas covered by tobacco distrib- 
utors vary greatly in size. A number of 
the larger distributors serve customers in 
from three to eight states, operating 
through branch houses. On the other 
hand there are local distributors (and 
they include many firms of substantial 
size) who confine their operations to a 


single city or even a small portion of a 
large city. In most cases, however, in 
cities of average size, it is customary for 
the distributor to operate within a radius 
of 25 to 50 miles from his warehouse. 

Another significant factor is the in- 
creasing tendency among tobacco distrib- 
utors to do a “pin-point” or “honey- 
comb” job of coverage by contacting 
every worthwhile retail outlet within 
their trading areas. It is true that there 
are still an appreciable number who fol- 
low a policy of “high-spotting” the 
trade, but the well established whole- 
salers controlling exclusive franchises 
for nationally advertised lines follow a 
policy of thoroughly canvassing their 
territories. 

Until 1932 the wholesale tobacco trade 
was not represented by a national organi- 
zation. In that year the ground work 
was laid for the National Association of 
Tobacco Distributors. The prestige and 
influence of the association is attested by 
the fact that its 1949 convention in New 
York attracted more than 9,000 regis- 
trants identified with the trade. 
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WHOLESALE DRY GOODS BUSINESS 


W. E. LONG 
Past President, The Wholesale Dry Goods Institute, Inc. 


R1oR to the Revolutionary War the 

distribution of dry goods and related 
lines was not a problem. Consumers spun 
the yarn and wove the cloth for needed 
apparel for the entire family. 

After the Revolutionary War the ports 
of the world were opened to the Colonies 
and many diversified lines of merchan- 
dise were brought to these shores. As 
early trading posts developed into gen- 
eral stores, wholesalers were needed to 
ship in the smaller lots required by such 
retailers. 

Early wholesale houses for textiles and 
kindred lines were established in Boston, 
New York, and Philadelphia. Every 
community was supplied by the Boston, 
New York or Philadelphia houses. Many 
of them are in existence today. The trad- 
ing posts of old existed during the “‘cov- 
ered wagon” days, while the general 
store went along during the era of the 
“Iron Horse,” and for more than a cen- 
tury consumers depended upon the gen- 
eral stores and their supporting whole- 
salers for everything they needed. 

Early wholesalers established in the 
East sold and delivered merchandise to 
all parts of the country. Their salesmen 
were known as “drummers.” As the 
country developed westward and as 
larger metropolitan areas were estab- 
lished, new wholesalers sprang up. They 
were known as territorial wholesalers 
and confined their operations to limited 
areas. This made it convenient for retail- 
ers to visit their suppliers often and was 
economical as far as freight rates were 
concerned. 

It’s a far cry from the jobbers of by- 
gone days to the modern wholesalers of 
today. For many years the private brand 


ticket of yesteryear has been gradually 
changing to that of nationally advertised 
brands—so much so that many manufac- 
turers are changing their direct selling 
program to the channeling of their lines 
through wholesalers. 

The average wholesale dry goods 
house handles about thirty thousand dif- 
ferent items; this is enough to supply 
about 80 per cent of the items required 
for a retail store with a $100,000 to 
$150,000 sales volume. 

Efficient wholesale dry goods houses 
must have warehouse facilities adequate 
to care for original package merchandise 
as well as for open stocks of all basic and 
impulse items, for quick delivery. They 
must also have ample space for offices 
where records for buying, selling, and 
invoices are kept. Many innovations in 
wholesale accounting have been adopted 
which require the best and latest office 
equipment. 

The wholesaler today is a distributor 
for the manufacturer and a merchandiser 
for the retailer. Cooperation with the 
supplier includes not only buying his 
merchandise but coordinating his pro- 
motional plans all the way to the point 
of sale where retail salespeople meet Mr. 
and Mrs. Customer. 

When manufacturers perform the 
wholesale function by selling direct to 
retail stores, they naturally inherit all 
the necessary details and expense as- 
sumed by wholesalers. In addition to this 
they must take the credit risks for many 
accounts. Thinking suppliers know their 
distribution is far more economical 
through established distributors. 

There are 200,000 retail stores in the 
country which sell dry goods and related 
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lines. They include department stores, 
junior department stores, general stores, 
smaller dry goods stores, and variety 
stores. Wholesalers are strategically 
located to serve these stores. Wholesale 
dry goods houses are located in every 
important city. 

There are approximately 400 whole- 
sale dry goods distributors including gen- 
eral and single line houses. Single line 
houses carry limited lines such as just 
hosiery and underwear; others specialize 
in notions, etc. 

The personnel of dry goods wholesale 
houses includes administrative execu- 
tives, office employees, warehouse em- 
ployees, and salesmen. All employees 
require training. New employees desir- 
ing merchandising or selling positions 
usually begin as order fillers and remain 
as such until they have covered all de- 
partments. This gives them a working 
knowledge of all lines carried. 

The Wholesale Dry Goods Institute, 
Inc., is the trade association of dry goods 
wholesalers. The membership is made up 
of wholesalers from every state in the 
Nation. In 1942 the Institute appointed 
a Committee on Distribution for the 
purpose of assisting dry goods whole- 
salers with their modernization prob- 
lems. 

This committee published a brochure 
—“A Check List for Modern Distribu- 
tion” —embracing six major activities as 
follows: 


1. Modernization of Wholesale Show 
Rooms— 
—Basic principles of modern lay- 
out 
—Detailed plans and pictures of 
layouts designed to meet varied 
situations 
—Principles and practice in use of 
modern fixtures and merchan- 
dise display 


—Effective use of light, color and 
airconditioning 


2. Promotion of Effective Manufacturer- 
Wholesaler Teamwork— 


—There is a growing realization 
that attainment of the nation’s 
Post-War goals of Full Production 
and Stable Employment finally 
rests on precision teamwork in dis- 
tribution. 

The facilities of wholesale or- 
ganizations to provide current and 
detailed market information and 
to serve individual markets in- 
tensively and economically must 
be geared, friction-free, to the vast 
new production capacity of the 
industry. 


3. Adoption of Basic-Stock Merchandis- 
ing— 


—Full exposition of the plan and 
its benefits 

—Description of Basic-Stock items 
—lInstructions on building and 
using a check list 

—Yardsticks for selecting price- 
ranges 

—Methods for merchandising new 
and impulse lines 


—Methods for handling style lines 
4. Promotional Selling— : 


—Detailed market information 
—Guides for selecting and training 
salesmen 
—Tested plans for merchandising 
cooperation 

Sales Meetings 

Retail Meetings 

Precision use of manufac- 

turer promotional material 

Sampling 
—Tested plans for expanding dis- 
tribution 

Small Stores 

Medium Stores 

Large department stores 


. Development of Comprehensive Co- 
operative Retailer Service— 


—The “Why” of retail moderniza- 
tion 
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—The “How” of remodelling 
—Staging a “Remodelling Sale” 
—Staging a “Grand Opening” 
—Follow-up merchandising pro- 
gram 

Training salespeople 

Display 

Advertising 


6. Modernization of Wholesale Opera- 


tions— 

—Order routing 
credit approval 
registration technique 
assembly 
packing and shipping 

——-Accounting procedure 
billing 


posting 

collections 

accounts receivable 

accounts payable 

cashier routine 

equipment and supplies 
—Warehouse procedure 

inventory control 

stock arrangement 

supplies and equipment 


This program is aimed at securing a 
fair share for the independant field. It 
sets the stage for those of the 500,000 
returning service men and women intent 
upon entering the retail dry goods busi- 
ness. 











ELECTRICAL APPLIANCE WHOLESALING 


CHARLES G. PYLE 
Managing Director, National Electrical Wholesalers Association 


Ny objective appraisal of the im- 
portance of the electrical wholesal- 
ing and appliance distributing industry 
in this country must take into considera- 
tion the unique achievement of the elec- 
trical industry which, in the short span 
of one lifetime, has literally transformed 
cur national life. 

Our industry produces, distributes, 
and sells more than 300,000 different 
products, the great majority of which 
flow through the distributor and whole- 
saler. Since they simultaneously render 
many basic services both to their manu- 
facturing suppliers and to their more 
than 200,000 customers including deal- 
ers, contractors, industrials, and others, 
the distributor and wholesaler are in the 
key position. Because of the vast scope 
of the electrical industry and the almost 
limitless variety of its products—rang- 
ing from huge transformers to tiny 
wheat-grain lamp bulbs—there is scarce- 
ly any market in America that is not an 
electrical market. In short, the electrical 
industry sells to the residential, the in- 
dustrial, the commercial, and the farm 
markets. Its products, viewed in broader 
classifications such as lighting, electron- 
ics, etc., also develop large national mar- 
kets of their own which often enter 
into at least several of the basic market 
classifications already enumerated. 

It would appear that the distributive 
function reaches its greatest value and 
importance, and probably a new high in 
complexity, in the electrical field. Whole- 
salers are generally classified as those 
electrical appliance distributors who 
promote the sale of household appliances 
and, because of the nature of the market 
they serve, must necessarily engage in 
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specialty selling. The classification also 
includes those electrical wholesalers 
whose business is contained within the 
very broad category of electrical appara- 
tus and supplies—motors, controls, 
wiring, lighting fixtures, lamps, and the 
like. 

Generally speaking, the sales and pro- 
motion process from manufacturer direct 
to the dealer is one which, at least in the 
electrical industry, would scarcely be a 
possibility in terms of the many econom- 
ic factors involved. In the brief out- 
line that follows the term distributor will 
be used instead of the term electrical 
supplies wholesaler or appliance distrib- 
utor. Actually, the services rendered by 
each are similar in their respective pro- 
duct fields. 

The distributor does a great deal more 
than distribute products. His inherent 
value and importance in the economy of 
the electrical industry lies in the fact 
that he is primarily a sales booster. For 
his manufacturing suppliers he under- 
takes to render the following essential 
services: 


1. Maintaining adequate stocks of a wide 
variety of products in marketing cen- 
ters. 

2. Undertaking the credit and collection 
function. 

3. Coordinating the needs of specifiers. 

4. Reporting market requirements based 
on direct contact with and personal 
knowledge of the areas served. 

5. Developing markets and providing 
special product promotions, including 
the introduction of new products. 

6. Promoting electrical appliances by 
specialty selling. This type of selling is 
of first importance in the major appli- 
ance field and involves a high degree of 
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sales training, a thorough knowledge of 
the product, and sales demonstration 
ability on the part of the distributor’s 
salesmen. 


In considering the basic services ren- 
dered by the distributor to his many 
wholesale customers, it should be noted 
that one of the most important aspects 
of the distributor’s business is his effec- 
tive handling of products in and out of 
his warehouse. Much could be written 
on this one subject, but it is sufficient to 
say here that the warehousing of electri- 
cal products is also a complex operation 
that has today reached a high degree of 
efficiency. 

Dealers, contractors, and_ others 
served by the distributor benefit because 
of the following services: 


1. Undertaking by the distributor of in- 
vestment risks. 

2. Maintaining local stocks for quick de- 

livery of a wide variety of products. 

. Supplying information and data. 

4. Providing engineering and _ special 
assistance relative to electrical products. 

5. Providing a wide variety of mainte- 
nance products for quick repair service. 

6. Assisting in the training of retail sales 
personnel. 

7. Assisting in appliance servicing. 

8. Aiding in specialty selling. 


w 


It is obvious from the foregoing that 
the distributor’s responsibility in his key 
position in the industry is as great as his 
duties are numerous and difficult. It may 
also be concluded from the foregoing 
that a wide variety of benefits accrue to 
the management of.producing companies 
and retail outlets alike. 

From the standpoint of the manufac- 
turing branch of our industry, the serv- 
ices obtained through the distributor 
result in a reduction in sales and super- 
visory personnel and savings in sales, 
office, and shipping overhead because of 
fewer orders and in larger quantities. 


Similarly, there is a financial advantage 
to be gained through reduction in credit 
risks and improved collection turnover 
in terms of new products or redesigned 
products. The distributor’s advice is of 
great value as a supplement to market 
research. Also, a distributor can be 
extremely helpful relative to sales budg- 
ets because of his expert and personal 
knowledge of local markets. When spe- 
cial concentrations of sales efforts are 
needed, the distributor can and does 
play an essential role in that process. 

Benefits obtained by the distributor’s 
customers, principally the electrical ap- 
pliance and radio and television dealers, 
are, in a sense, closely related to the 
benefits obtained by the producers. In 
field operations the distributor provides 
close coverage of all outlets and under- 
takes, on a personal and frequent con- 
tact basis, to assist customers in a wide 
variety of ways, ranging from good 
storekeeping to product demonstrations, 
window displays, special promotions, 
etc. 

The electrical appliance distributing 
and electrical supplies wholesaling 
branch of our industry is served by the 
National Electrical Wholesalers Associa- 
tion, which is now entering its forty- 
second year. Begun in 1908 as the Elec- 
tric Supply Jobbers Association, this 
group has steadily expanded in member- 
ship and in its program of services for 
member companies, even as the distrib- 
uting branch of this industry has ex- 
panded and developed over the years. 
Approximately nine hundred houses, in- 
cluding the three national wholesale 
chains, constitute the membership 
which is divided into nine geographical 
zones throughout the United States. 
This Association is one of the largest 
wholesale trade groups in the United 
States, and is the only national associa- 
tion in the electrical distribution field. 
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The future of our branch of the indus- 
try, like that of the electrical industry as 
a whole, is indeed great. Electrical prod- 
ucts for living and for working become 
more essential with each passing year in 
every phase of our national life. It is true 
that scores of electrical markets offer 
almost unlimited sales potential, and it 
is equally true that the constant intro- 
duction of new appliances and other prod- 
ucts represents the opening of still greater 
fields for sales and service. Television is 
only one, but a very well known, case in 
point. 

The electrical distributor has a great 
future, and it is to be hoped that more 
men and women entering college will 
give careful consideration to the job 
opportunities in that field, especially in 
the realm of marketing, merchandising, 
and selling. Specialists are always needed 
in this specialized and key position in 
the electrical industry. 

The electrical appliance distributor 


and the electrical supplies wholesaler 
form, perhaps, the essential part in one of 
America’s greatest industries. To quote 
from the “Tenets of the Electrical 
Wholesaler” in summary: 

“We believe that, in the conduct of 
our business as a wholesaler, we are help- 
ing business, both large and small, to 
market its products with a minimum 
investment in stocks and organization on 
its part. 

“We are justly proud to be a part of 
the great electrical industry whose des- 
tiny, since its inception, has been one of 
ever expanding service to our country in 
every phase of its life and its work. 

“‘We believe that our nation grows and 
prospers through the continuing process 
of providing more goods, and better 
goods, for more people at lower costs and 
that, as electrical wholesalers, we are priv- 
ileged to perform, and do perform, an 
essential service toward that, our com- 
mon goal.” 























WHOLESALE FURNITURE BUSINESS 


CLARK B. KELSEY 
Executive Vice President, National Wholesale Furniture Association 


ISTRIBUTION of furniture through 

wholesalers began early in the set- 
tlement of this nation. Wood workers 
were among the immigrants establishing 
homes in the new world. The first 
demand on their skill was the manufac- 
ture of chairs to replace the hand-hewed 
benches the pioneers had installed in 
their log cabins as places to rest during 
the day and bunks upon which they 
might sleep at night. The chairs were 
made in cabinet shops with the tools 
brought over from Europe. They permit- 
ted the settlers to gather around the fire- 
place instead of sitting in the bunks lined 
against the cabin walls. 

After getting their chairs, the pioneer 
women demanded and got “bureaus” 
from the cabinet shops. These were 
somewhat similar to the chest-of-draw- 
ers, then a highly essential part of the 
furnishings of the English cottages. The 
chests served as storage places for linens, 
bed clothing, etc. 

The cabinet shops had to rely on the 
trade from their villages to buy their out- 
put. When the settlers within the village 
had absorbed all the chairs and bureaus 
they could afford, the cabinet makers 
looked around for a wider market. Not 
being a salesman, the wood worker inter- 
ested a middleman to assist him in sell- 
ing his production. The middlemen of 
the colonial days were mostly peddlers, 
carrying theit stocks of goods with them. 
Hardware and tools such as axes, ham- 
mers, and saws along with small farming 
implements and a few cooking utensils 
were the principal articles of trade. The 
peddlers, whom we shall call wholesalers, 
for they acted as middlemen, traveled 
from village to village by boat. This was 


the only means of transporting bulky 
materials. They moved up and down the 
Atlantic sea coast and along the water- 
ways and rivers. Furniture, limited to 
chairs and bureaus, was sold by whole- 
salers to the settlers who had established 
their villages along the navigable water- 
ways. 

Distribution of furniture was limited 
to the transportation facilities then avail- 
able. A new method of transportation 
was in the making. It began in the 1840's 
with the railroads connecting different 
sections of the country. As the railroads 
were expanded, marketing of home fur- 
nishings developed rapidly. Furniture 
wholesalers constructed warehouses and 
stored goods for use of the merchants in 
villages along the rail lines. It was a com- 
paratively small business. Settlers were 
buying only the bare necessities. The 
village undertaker handled furniture as a 
side line. He had a wagon and a team and 
could make deliveries, where necessary, 
between funerals. For the most part, the 
settlers picked up their own purchases. 

Wholesalers followed the rail lines as 
well as the waterways. The railways 
were the keys to future development of 
the great agricultural sections. Kansas 
City and Omaha were the gateways to 
the Great Plains states and furniture 
wholesalers opened warehouses in both 
cities. 

The introduction of the automobile 
and good roads changed the trading 
habits of the people. The villages, for the 
time being, lost business to the county 
seat towns whose trading areas expanded 
rapidly. Death of the villages as trading 
centers was freely predicted. But another 
competitive force was in the making. It 
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was the mail-order house. State legisla- 
tures took notice of this competitive 
giant which threatened to destroy small 
business. Some anti mail-order legisla- 
tion was enacted, mostly to salve the 
fears of local business groups. 

Furniture wholesalers refused to be 
eclipsed by outside competition. Their 
job was to sell the village furniture 
stores, the goods the public would buy. 
Salesmen of the furniture wholesalers 
were trained in the proper selection of 
furniture stocks that would attract the 
ultimate consumer. They were aided by 
magazines, courses in home economics in 
schools and colleges, and motion pic- 
tures on the proper use of furniture in 
adding to both comfort and beauty of 
the home. This movement is still in proc- 
ess with ever increasing success. The 
village furniture merchant is fairly well 
convinced that he can compete with the 
larger furniture stores, the department 
stores, and the mail-order houses, if he 
will select the right stock, display it 
well, and use the fundamentals of recog- 
nized room arrangement. 

Furniture wholesaling saw its greatest 
volume year in 1948. The estimated 
total sold by furniture wholesalers is 
$200 million, of which members of this 
Association did $125 million at wholesale 
price levels. (In addition, many handle 
additional volume in floor coverings and 
household appliances.) The business is 
being expanded as the retail merchants 
recognize the essentiality of wholesaling 
as an important economic factor in their 
business operations. 

Furniture wholesalers operate ware- 
houses in strategic areas, insuring quick 
deliveries to their customers. They as- 
semble goods in these warehouses where 
they are stored against the anticipated 
needs of their accounts. Furniture is 
usually bought in carloads by whole- 
salers and shipped at a freight rate much 
less than that of goods shipped from fac- 


tory to store. Even when the cost of 
delivery from the warehouse to the store 
is added, the total cost of the goods is 
frequently lower than the price at which 
the retail merchant may buy directly 
from the factory at LCL freight rates. 

The furniture wholesaler extends fi- 
nancial credit to his accounts. This credit 
is an important factor. Approximately 
65% of the smaller furniture retailers use 
credit facilities offered by the furniture 
wholesalers. Risk to the retail merchant 
is reduced by the wholesaler in many 
ways. Here are a few: 


1. The storage function expense. 

2. Reduction of chances for loss to the re- 
tail merchants through price and style 
changes. 

3. Assuming losses incurred in handling. 

4. Guarantee of the quality of goods sold. 


The wholesaler, alert to market 
trends, is the source of valuable informa- 
tion to the retail merchant. Wholesale 
furniture salesmen usually call on each 
account in their territory at least once 
every 30 days. They act as advisors on 
inventory, on market developments, and 
on effective sales methods, including sale 
promotions. 

The furniture wholesaler depends 
largely on serving the smaller retailers 
but his activities have not been confined 
to them exclusively. The larger furniture 
stores and the department stores use 
wholesale facilities extensively for quick 
deliveries to assist in bringing stocks into 
a proper balance without adding materi- 
ally to total inventories. 

The furniture wholesaler operates on a 
small mark-on. He must price his goods 
to compete with the furniture manufac- 
turers’ sales organization. In 1948 the 
average net to the furniture wholesaler, 
after taxes, was 3.59% of sales. The aver- 
age operating expense for furniture 
wholesalers was 17.57% of sales. The 
cost of merchandise sold averaged 
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77.3570, the gross profit 22.65%, and the 

net profit, before taxes, averaged 5.08%. 
Furniture wholesaling falls into three 

general classifications. They are: 


t. Road selling where salesmen travel 
given territories selling goods stored in 
the wholesale warehouses. 

2. Show rooms. Goods are displayed in 
these showrooms and retail merchants 
may buy or sell to customers accom- 
panying them. Much of this is in the fine 
furniture category. 

3. Dropshipment operators who contract 
with manufacturers to ship orders re- 
ceived from the wholesalers’ road men 
direct to the retail stores. 


The future is particularly bright for 
the furniture wholesaler. Freight rates, 
especially on less-than-carloads ship- 
ments, are now in the process of being 
substantially increased. The smaller fur- 
niture dealer cannot pay LCL rates and 
remain competitive with the larger fur- 
niture operators who normally buy in 
carload quantities at a more favorable 
freight rate. The services of the furniture 
wholesaler, now able to sell merchandise 
to the retail dealer at a saving over 
direct purchases from factory, will be 
especially valuable to the merchant in 
the days just ahead. 











WALL PAPER WHOLESALING 


HOWARD T. HOVDE 
Executive Director, National Wall Paper Wholesalers’ Association 


ALL PAPER may be classified as 

part of the home furnishings in- 
dustry, although exceptions set it apart. 
Consumer distribution is specialized 
through wholesalers’ showrooms, inde- 
pendent retail stores, paint and wall 
paper chains, and paperhanger direct 
sales. While department stores carry 
wall paper, the product more frequently 
is handled through leased departments 
than by department stores’ own mer- 
chandising as in the case of other home 
furnishings. Differences may be noted 
also in the historical development of 
wall paper distribution and in the han- 
dling of the product because of the influ- 
ence of the paperhanger who both sells 
and applies wall paper. 

The oldest extant piece of wall paper 
was removed from Christ’s College, 
Cambridge, England. It dates back to 
1509, but a still earlier usage was mov- 
able hangings in the fashion of tapestries 
ordered by Louis XI in France as 
“painted” scrolls for his palaces. From 
the fifteenth century to date, wall paper 
design followed fashions or periods of 
decoration. 

In colonial days, wall papers were 
imported from France, England and 
China as general articles of American 
merchandise in the early eighteenth cen- 
tury. In 1730, however, wall paper was 
first offered in rolls. Judging by con- 
temporary advertisements, Plunkett 
Fleeson of Philadelphia was one of the 
original American suppliers. In 1790 the 
John Howell & Son factory was founded 
in Albany but it was not until 1844 that 
this mill imported a multiple color- 
printing machine in its Philadelphia fac- 
tory. Today machine-made paper is 
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manufactured in the areas north of the 
Ohio and east of the Mississippi rivers to 
New England. 

As an American industry, wall paper 
may be said to have just passed its first 
century. Wall paper manufacturing ap- 
peared for the first time in the U. S. 
Census records of 1849, although the in- 
dustry traces its American origin a few 
years earlier. The first census reported 
six manufacturers employing 93 wage- 
earners and total sales of $107,000. 

Preliminary 1947 figures recently re- 
leased by the Bureau of the Census 
indicate manufacturers shipped prod- 
ucts valued at $58.9 million. This rep- 
resents an increase of 133 per cent over 
the $24.9 million value reported in 1939. 
The number of manufacturers reported 
in 1947 was 58 compared to 46 in 1939. 

The wholesale census now in progress 
is expected to give reasonably compa- 
rable figures for 1948 in relation to manu- 
facturers’ 1947 sales. Manufacturers’ 
sales in 1939 indicated 84.4 per cent 
distribution through wholesalers and 
15.6 per cent through retailers (including 
chains). In 1939, 281 wall paper whole- 
salers were reported. It is reasonable to 
assume that somewhat the same pro- 
portion may exist in the forthcoming 
census reports. Requests have been made 
of the Bureau of Census for further 
breakdowns by type of sales outlets. 
Wall paper is sold by exclusive stores 
but also as a companion item in home 
furnishings departments, paint stores, 
hardware stores, drug stores, and even 
in New England States by undertaking 
establishments. With added direct sell- 
ing by paperhangers, there is little won- 
der that estimates range between eight 
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and twelve thousand consumer outlets. 
No accurate census has been made. Con- 
tractors and decorators are a large pro- 
portion of this estimated number. 

The earliest American supplier was an 
importer of wall paper. With later 
American production, the wholesaler 
developed as a factory distributor and 
also as a factor in financing and ware- 
housing the printing of wall paper. 

About the turn of the century, one 
wholesaler initiated a new selling tech- 
nique that rapidly changed and com- 
plicated the industry. Prior to that date, 
distribution was solely through retail 
stores, as in fabric marketing. With the 
introduction of paperhangers’ sample 
books, wholesalers sought direct con- 
sumer distribution by encouraging 
paperhangers to solicit trade with the 
sample book. The paperhanger thus was 
encouraged to act as an independent 
contractor, both in the application of 
wall paper and the sale of merchandise. 
He did his selling from sample books in 
the evenings after the day’s work as an 
applicator. 

Up to 1931, paperhangers’ sample 
books were coded, thus leading to price 
confusion and the possibility of unscru- 
pulous contractors asking unreasonable 
prices. Frequently, wall paper was made 
to appear far more expensive than it is. 
Since the war, most sample books are 
clearly marked, and a selling commission 
is paid to the paperhanger as a discount 
off the retail price. 

The influence of the paperhanger mar- 
ket has been declining for the past ten 
years. Nevertheless, there are cities 
which are still described as paperhanger 
markets, such as Philadelphia, Boston, 
and St. Louis because of the wide-spread 
selling influence. Modern merchandising 
methods now conform to up-to-date 
showroom selling. 

Wholesalers, therefore, follow mixed 


distribution methods. Road selling for 
dealer distribution may be combined 
with selling to paperhangers. Wall paper 
wholesalers have developed into chain 
stores and vice versa, handling wall 
paper either exclusively or in combina- 
tion with paint. Sub-jobbers are appoint- 
ed for distance territories. Mail-order 
chains, while not wholesaling in the real 
meaning, may seek paperhanger trade. 

The key to what seems unorthodox 
marketing is found in the nature of the 
product. Manufacturing follows the eco- 
nomics of the printing trade with 
requirements of rollage. Except for one 
manufacturer, consumer lines are not 
made up by the mills. A wholesaler will 
select stock from several manufacturers 
who sample their lines to the trade. 
From these samples, four hundred to a 
thousand patterns may be selected for 
the wholesaler’s sample books and show 
room stock. The practice of issuing sam- 
ple books, continues because of paper- 
hanger demand, and as a convenience for 
display of bulky merchandise. 

Prior to the war, sample books were 
issued on an annual basis. With war-time 
restrictions, no new patterns were issued 
for five years. The first line after the war 
was a 2-year line, and this practice con- 
tinues for 1949-50. There is an economy 
in merchandising a 2-year line in saving 
of excessive sample baal cost. Consumer 
selection is not curtailed as the replace- 
ment cycle for wall paper ranges from 
two years for kitchen papers to six or 
more years for bedroom papers. 

Wall paper is a bulky item which 
deters many retail outlets from han- 
dling it. Adequate retail store display 
is necessary. Stocks must be backed up 
for the period of the line. Wall paper is 
sold by the roll, but is required in quan- 
tity for room lot application by the 
paperhanger. Mills usually wrap 50 rolls 
to the bundle as the unit of sale, but 
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there are variations in 40, 48 and 51 roll 
bundles. Broken bundle lots must be 
stored in bins by distributors. 

The function of the wholesaler is high- 
ly important in the distribution of wall 
paper. Warehouse facilities are required 
for large storage space at the beginning 
of a new line. While selection of lines is 
made carefully, error in judgment arises 
because of style preferences by consum- 
ers with the result that not more than 
thirty per cent of the line will be fast 
movers. Job lots at the end of a line are 
only one of the normal risks of the wall 
paper wholesaler. Permanent inventory 
systems (condenser records) attempt to 
overcome this risk by more frequent 
buying from source of supply. However, 
if the wholesaler does not buy and ware- 
house large quantities for extended peri- 
ods, he is not assured of available future 
supply of a given pattern. As a result, the 
rate of turnover of wholesalers’ stocks 
may be no more than one to three times. 

Wholesale wall paper firms may do a 
national business on exclusive lines. In 
some instances wholesalers of high-style 
merchandise create their own line and 
perform manufacturing functions except 
actual printing. However, most wall 
paper wholesalers confine their busi- 
nesses to smaller territories defined by 
transportation areas for quick and con- 
venient over-night shipment of room lot 
merchandise. Stocking dealers, sub-job- 
bers, or branches permit wider territories 
for wholesalers’ expansion programs. 

The buying function of the line actu- 
ally determines the basic wholesaler in 
this field. While the cover of the sample 
book may be imprinted with another dis- 
tributor’s name, pattern combinations in 
the book will tell an informed buyer from 
what wholesale source the wall paper 
was obtained. In many instances, manu- 
facturers do not imprint their names on 
the back or selvedge of papers. Wall 


paper is largely identified by the whole- 
saler’s brand name, rather than the 
manufacturer’s name. 

Direct dealer selling by manufactur- 
ers, while attempted, has not been very 
successful. The largest mill with a report- 
ed machine capacity of twenty-five per 
cent of the industry follows the practice 
of selling primarily through general 
wholesalers. Theoretical mill capacity is 
about five hundred million rolls of wall 
paper annually, with current consump- 
tion around four hundred million rolls. 
Because wall paper is printed paper, pro- 
duction can easily exceed demand. 

The wholesaler’s function as a buyer 
is to judge demand in relation to his mar- 
ket with the hope that only a reasonably 
small stock will be on hand at the end 
of the line. A wholesaler’s new line usu- 
ally comes out at the beginning of the 
year in time for the spring trade; this is 
the biggest selling time. In recent years, 
the fall trade has approached spring vol- 
ume, but winter and summer months are 
relatively less active because of home 
decorating habits. 

Mark-up from manufacturers’ selling 
prices to consumer prices are larger than 
in other wholesaler fields. The reason for 
the difference is found in the multiple 
functions of wall paper wholesalers who 
are in part retailers, wholesalers, and 
manufacturers. When accounts are prop 
erly segregated, gross and net profits 
follow the normal wholesale pattern. 
Since the war, no operating ratio studies 
have been made by the industry. 

While wall paper wholesalers may en- 
gage in retail businesses such as paint 
and other supplies the average wall 
paper volume by firms is around 
$200,000 annual. Some of the largest 
wholesalers do upwards of three million 
or more dollars while there are lesser 
wholesalers whose volume is hardly com- 
parable to small retail stores. Whole- 
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salers in this latter class perform mini- 
mum functions with small territory cov- 
erage. 

Without benefit of the forthcoming 
census, it is believed that wall paper 
wholesalers today sell more than two- 
thirds of all paper produced in the 
United States. They sell wall paper to 
other wholesalers, retailers, paperhang- 
ers, and direct to consumers. In 1948, 
sales at the wholesale level probably 
amounted to more than $80,000,000. 

With competition centered on other 
items in home furnishing, the industry— 
through the National Wall Paper Whole- 
salers’ Association, the Wall Paper 


Institute (representing manufacturers), 
the Paint and Wall Paper Distributors 
of America (retailers), and the Painting 
and Decorating Contractors of America 
—has carried on several joint programs. 
One of these is apprentice training for 
paperhangers. Another is “March is Wall 
Paper Style Month.” More recently, an 
extended sales training program was in- 
augurated. Modern’ merchandising 
methods have expanded this old indus- 
try, which antedates the era of printing. 
Decoration, style, color, and design are 
no longer subordinate to the bare mul- 
tiplication of quantity production. 











AUTOMOTIVE WHOLESALING 


B. W. RUARK 
General Manager, Motor and Equipment Wholesalers Association 


UTOMOTIVE wholesaling is the busi- 
A ness of buying products used in the 
repair and maintenance of automobiles 
and supplying them to garages, car deal- 
ers, service stations, various specialized 
types of service outlets, and fleet owners. 
The automotive wholesaler therefore 
performs the historic function of whole- 
saling, namely, getting goods from 
the producer to the retailer who in turn 
directly serves the consumer. As used 
herein the term ‘automotive whole- 
saler” means the independent whole- 
saler as distinguished from the car maker 
and the major oil and rubber company 
who carry on a limited wholesale opera- 
tion. 

Automotive products are generally 
classified as parts, electrical goods, garage 
and service station equipment and tools, 
accessories, and general supplies. Some 
wholesalers handle the complete range of 
goods and cater to all types of outlets. 
Others limit their operations to certain 
classifications and types of outlets as 
mentioned. Consequently there is a wide 
variation in the operations of wholesal- 
ers because of the diverse nature of prod- 
ucts, outlets, and services that charac- 
terizes the industry. However, all auto- 
motive wholesalers perform the stand- 
ard wholesaling functions of locating, 
buying, and warehousing automotive re- 
pair and maintenance products, supply- 
ing them to retailers in quantities 
needed, combining shipments, supply- 
ing catalog and technical data, extending 
credit and furnishing selling aids. 

It is obvious that the market for auto- 
motive products is based upon the num- 
ber, age, and use of automobiles and the 
public demand for efficient motor car 
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maintenance. Also, it is obvious that 
automotive wholesaling originated with 
the advent and growth of automobile 
manufacturing which began to get under 
way around the turn of the century. As 
more and more cars were put into use 
the need for servicing them developed. 
This in turn called for strategically 
located stocks. Because of the rapid 
growth of the industry and because they 
were necessarily almost entirely preoc- 
cupied with building automobiles, plus 
the fact that manufacturing automobiles 
is a business quite distinct from servicing 
them, car manufacturers were unable to 
meet the expanding need for service 
stocks and facilities. Thus the independ- 
ent segment of the industry—manufac- 
turers, wholesalers, and retailers—came 
into being to fill that need. This segment 
has continued to grow with the expan- 
sion of the industry. The automotive 
wholesaler today, as from the beginning 
is recognized as an essential and integral 
part of the industry. 

Availability of automotive products to 
retailers in quantities when and as needed 
is an all important factor in the efficient 
operation of automobiles. The whole- 
saler is a specialist in making automotive 
products available. That’s the founda- 
tion of his essentiality which was dra- 
matically demonstrated during World 
War II when motor car makers were 
engaged in all-out war production. At 
that time maintaining essential motor 
vehicle transportation devolved very 
greatly or almost entirely upon the 
wholesaler together with his supplying 
manufacturers and the retailer outlets 
he serves. In that crucial period the au- 
tomotive wholesaler became in a very 
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special sense the “‘arsenal of distribu- 
tion” for repair and maintenance prod- 
ucts. He continues that essential role in 
the peacetime market. 

There naturally have been great 
changes in products, services, and facili- 
ties along with the development of the 
modern automobile. Compared with to- 
day’s perfected motor car, the early 
automobile was crude in design and un- 
certain in performance. It was an engine 
housed in a chassis, consisting only of 
the parts and equipment necessary to 
make it run. It came “stripped.” The 
market for additional products such as 
windshields, headlights, bumpers, speed- 
ometers, thermostats, etc. was thus cre- 
ated. These products were known as 
accessories in contrast to functional parts 
such as pistons, pins, rings, valves, etc. 
Certain other items such as spark plugs, 
fan belts, and battery cable, now classi- 
fied as “‘parts,” were regarded as acces- 
sories because of their comparative ease 
of installation. 

The automotive wholesaler came into 
the picture during this time, about 1910. 
He dealt practically exclusively in acces- 
sories and was known as an “‘accessory 
jobber.” Roughly speaking, accessories 
as above defined constituted the greatly 
predominant portion of the wholesaler’s 
volume during the period from IgIo to 
1925. However, in the early 20’s, a sig- 
nificant change began to get under way. 
The number of automobiles in use had 
steadily increased. This emphasized the 
need for availability of functional parts 
and, together with the fact that auto- 
mobiles came more fully equipped from 
the factory, caused a shift in emphasis 
from accessories to parts. The parts 
jobber or wholesaler appeared on the 
scene. Meanwhile the constantly in- 
creasing need for repair and mainte- 
nance of automobiles over the years 
brought about development of tools and 


of garage and service station equipment 
such as lifts, jacks, lathes, lubricating 
equipment, etc. The pattern of automo- 
tive wholesaling was thus set for the 
phenomenal expansion that has since 
occurred. 

As indicated, the typical automotive 
wholesaler, 1 in contrast to other compet- 
ing types of distribution, handles a wider 
range of goods, supplies parts for all 
makes and models of cars, and caters to 
all types of retail outlets. He also fur- 
nishes specialized services in addition to 
performing the standard wholesaling 
functions. These services are: Machine 
shop—for the rebuilding of engines, 
transmissions, differentials, clutches, etc. 
Exchange—furnishing rebuilt clutches, 
transmissions, brake shoes, etc.; Deliv- 
ery—direct delivery of goods to custom- 
ers’ places of business. 

The total repair and maintenance 
market of parts, equipment, tools, and 
service—exclusive of gas, oil, and tires— 
is estimated to be around 4.7 billion 
dollars or approximately $100 per car per 
year. The wholesale value of such mer- 
chandise is estimated to be about 2} 
billion dollars annually. Best available 
data indicates that wholesalers do from 
60 to 65% of the total volume, the 
balance being distributed among car 
factories, oil and rubber companies, and 
chain stores. 

Serving this market are approximately 
forty thousand new car and truck 
dealers, eighty thousand independent 
garages, and two hundred and forty- 
one thousand service stations. There are 
about eight thousand wholesalers who 
serve retailers to one extent or another. 
However, the number providing all the 
recognized wholesale services to an ap- 
preciable extent is probably about fif- 
teen hundred. 

The typical average-sized automotive 
wholesaler in the United States employs 
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approximately 35 people including ad- 
ministrative and executive personnel, 
outside salesmen, countermen, and gen- 
eral employees. His inventory is esti- 
mated to consist of more than one hun- 
dred thousand parts, additional to his 
stock of equipment and tools, accessories 
and supplies. 

The automotive wholesale business is 
a growing business. It is essential to 
maintaining efficient operation of Amer- 


ica’s millions of motor vehicles as js 
proven by its record of performance 
since the beginning of the automobile 
industry. Serving the huge market 
created by the 41 million motor vehicles 
now in use—with predictions of 50 
million before 1960—it offers unusual 
opportunities in management, adminis- 
tration and selling to ambitious and 
qualified persons. 
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_x THE LUMBER WHOLESALER 
SID L. DARLING 


Secretary, National-American Wholesale Lumber Association 


ROBABLY no American industry is as 
i cccnben and ramified as the lumber 
industry. Why? Lumber is produced in 
practically all of the 48 states by be- 
tween 40 and 50 thousand sawmills. 
Volume per mill varies from a few 
thousand to more than a million feet per 
day. 

It takes a lot of people with a lot of 
experience and “know how” to annually 
produce and distribute 35 dillion feet of 
lumber. That involves knowing how 
best to use and where best to sell all of 
the many grades of lumber developed 
from the log. When God made the trees 
He didn’t make them square. He made 
some with more knots than others. He 
made some grow faster than others. He 
made some of a hard texture and some of 
soft. He grew some on mountains and 
others in swamps. The trees He made 
were something to test men’s souls and 
ingenuity. He also created the wholesaler 
to help his fellowman to meet the test. 

Lumber is divided into softwoods and 
hardwoods. These two groups are broken 
down into many species unnecessary to 
enumerate here. Some sawmills produce 
rough, green lumber. Some manufactur- 
ers air-dry a part of their lumber while 
others operate kilns and produce finished 
or surfaced lumber. 

The lumber business is the oldest 
American business. The first sawmills 
were established in the eastern part of 
the United States. The need for logs and 
lumber was then close at hand. Distribu- 
tion was not the big problem. 

As time went on, the scene shifted. 
As timber tracts were cut out... and 
demand continued... the lumberjack 
moved westward to the Lake States, and 


then across the Prairie States to the In- 
land Empire and finally to the great 
Pacific Northwest. Lumbering along the 
South Atlantic Coast Line moved inland 
to West Virginia, Tennessee, and as far 
west as Texas. 

The bulk of population and industrial 
centers remained nearer the Atlantic 
Seaboard. Distances between the source 
of supply and the cOnsuming markets 
gradually lengthened. The wholesaler of 
lumber at once became an essential link 
in the chain of distribution . . . and has 
remained essential to this day. Even in 
those early days he was required to meet 
constantly fluctuating conditions. 

The forests, being located remotely 
from the more thickly populated areas, 
required not only capital resources but 
also the close supervision of those oper- 
ating the mill. The owner of a retail yard 
that had been established in a city or 
town became obliged to carry a varied 
stock. He had to extend credit over a 
considerable period. He was in much the 
same position as the manufacturer by 
having to watch his investment and give 
attention to the requirements of his 
local community. He could not afford to 
be away from his business seeking sources 
of supply. The positions of the millman 
and the retailer are no different today. 

Therefore by sheer economic necessity 
the wholesaler became an important 
factor in the lumber business. He came 
into existence to fill a need. Today he 
distributes between 60 and 70 per cent 
of all lumber produced in this country 
and will remain an important factor in 
the lumber business as long as he con- 
tinues to fill a need. And why shouldn’t 
he? He has a vested industry interest. 
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He helps manufacturers and retailers. 
He employs many salesmen and a sub- 
stantial office force whose business it is 
to promote the sale of all species of 
lumber. He reduces selling expense of 
many manufacturers who would other- 
wise be unable to reach many markets 
because of the terrific cost that would 
be incurred in selling their own product 
alone. There are probably 26 thousand 
retail lumber dealers today. While some 
purchase part of their requirements 
direct, the wholesaler enables the great 
majority of them to purchase their needs 
to much better advantage and satisfac- 
tion than if they were compelled to seek 
out their own more or less distant 
sources of supply. 

Lumber wholesaling is more essential 
today than ever before. The number of 
mills has multiplied. Their distance from 
markets has extended. The number of 
retail yards has increased and they are 
today required to keep an increased num- 
ber of items and grades in inventory to 
fill immediate local demands. There are 
more industrial users of lumber. Trans- 
portation facilities have become more 
ramified. Banking conditions have 
changed. Interest rates have lowered. 
Laws and regulations have become more 
complicated. Frontiers have been erased. 
Customers have been educated to want 
and expect quality lumber. Furthermore 
competition with other building materi- 
als is more intense than it was when 
there were fewer lumber substitutes. If 
lumber is to continue as a major raw ma- 
terial, highly specialized salesmanship 
... experienced, well qualified, honest 
salesmanship ... will be required. All 
these qualifications are to be found in 
the lumber wholesaler. 

There are probably fewer than 1,000 
firms whose business is exclusively whole- 
sale. There are, of course, the wholesale- 


retail outfits and the combination whole- 
sale-commission men. Many lumber 
manufacturers at times also engage in 
wholesaling . . . as well as retailing. 

Purchasing methods of a wholesale 
lumber business are many and varied. 
Some wholesalers advance substantial 
sums to manufacturers for the purchase 
of timber—either on the stump or in logs 
and in turn contract to sell the whole or 
part of the lumber produced therefrom. 
Some contract for the purchase of huge 
quantities in advance of production. 
Others purchase from the mills after 
they have contracted for the sale of the 
lumber. Some buy on the most advan- 
tageous net terms available and sell at 
the prevailing market price at the time 
and place of delivery. Some buy only 
from certain mills, representing those 
mills exclusively in a certain territory. 
Others buy wherever they can locate the 
species, size, grade, and quantity they 
are seeking for their trade. Some buy 
subject to a functional wholesale dis- 
count, the size of which has seemed to 
fluctuate with changes brought about by 
the workings of the law of supply and 
demand. 

Some wholesalers sell to other whole- 
salers ... particularly those located in 
or adjacent to the producing areas... 
as well as to their own regular trade. 
Some wholesalers specialize in hard- 
woods while others handle only soft- 
woods. Some deal in both. Some sell 
to retailers exclusively. Others sell to 
industrial users of lumber. This would 
include railroads, shipyards, furniture 
factories and other manufacturers using 
lumber to fabricate into their product 
or for crating purposes. Many sell to 
both classes of customers. There are also 
those wholesalers who specialize in fur- 
nishing the lumber requirements of gov- 
ernment agencies and their contractors. 
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The lumber wholesaler, while fre- 
quently distributing a part of the output 
of many large mills in certain territories, 
is also the main customer of the small 
mill, which has been the backbone of the 
competitive system in the lumber indus- 
try, the most potent factor in keeping 
lumber prices low for the consumer. 

In some industries, other than lumber, 
one of the essential functions of wholesal- 
ing is the maintenance of stock or inven- 
tory of the commodity involved. It is 
almost mandatory in those cases involv- 
ing consumer goods that wholesalers 
operate warehouses. There are also lum- 
ber wholesale distribution yards, some of 
which include large warehouses for the 
proper protection of the higher grades 
of lumber and for control of its moisture 
content. These yards serve the less than 
carload buyer. But direct mill shipping 
wholesalers far outnumber those who 
maintain a warehouse or distribution 
yard. The direct mill shipping wholesaler 
of lumber nevertheless performs all the 
other essentials to be recognized as a 
wholesaler. He is not a broker or com- 
mission man. He is a principal. He is a 
merchant who buys and sells lumber for 
his own account. He has his own money 
invested in the lumber which he distrib- 
utes. The large number of direct mill 
shipping wholesalers is quite under- 
standable. Lumber is a bulky commodity. 
It is expensive to move and handle. 
Stocking lumber adds substantial costs. 
By and large, the wholesale unit of sale 
is a carload. This in itself indicates 
economies saved by direct mill ship- 
ments. Nevertheless, the large wholesale 
distribution yards serve a much needed 
purpose in filling the day to day require- 


ments of slow moving items for the less 
than carload buyer. 

The modern lumber wholesaler forms a 
co-ordinated team of specialists with a 
sales force qualified to serve numerous 
and varied classes of customers. The 
trafic department knows routes and 
rates, how to divert shipments, how to 
avert delays during emergencies, how to 
protect the interests of its mills and cus- 
tomers as well as its own. The credit de- 
partment must know the credit standing 
and pay record of all customers as well 
as prospective customers ...a knowl- 
edge that can turn loss into profit for the 
customer and mill. The executive staff 
knows the requirements of its territory 
as well as how and where to find the ma- 
terial to fill those requirements. 

Efforts to “legislate” lumber wholesal- 
ers out of business have been attempted 
but without lasting success. The late and 
unlamented OPA tended to disrupt the 
orderly distribution of lumber and liqui- 
date the lumber wholesaler. That the 
lumber wholesaler is here today... as 
strong if not stronger than ever before 

. is mute testimony to his essential- 
ity... to his being an economic neces- 
sity... in the overall distribution of 
lumber. 

The future starts as of now. The lum- 
ber wholesaler will still be functioning in 
the future as he has in the past because 
his peculiar function . . . starting lumber 
on its way from the mill to the ultimate 
consumer... cannot be eliminated. It 
will have to be performed by someone 
and no one can perform that function as 
efficiently and as economically as can the 
wholesaler. 











WHOLESALE COAL INDUSTRY 


W. W. BAYFIELD 
Executive Secretary, American Coal Sales Association 


HE WHOLESALE coal industry of the 

United States is as old as the coal 
mining industry. It has always been an 
important segment of the industry be- 
cause it has furnished a marketing and 
distribution service to thousands of 
mines at a cost per ton below that for 
which such producers could provide a 
similar service for themselves. 

As is the case with all natural re- 
source industries, the producing units 
must necessarily be established where 
the resource is found. In coal that has 
generally been in rural and often moun- 
tainous areas. Until recent times, coal 
mines generally have been relatively 
isolated with poor transportation fa- 
cilities for travelers. Of particular im- 
portance is the fact that they are located 
at great distances from the points of 
consumption. Few mines in the begin- 
ning had a sufficiently large production 
to permit the cost of establishing sales 
outlets in each of the markets into which 
the coal had to move. It was natural, 
therefore, that wholesale companies lo- 
cated in the various marketing centers 
should arise to serve the needs of many 
different producers. 

As the industry developed and larger 
producing units came into being, many 
of them took over the markets estab- 
lished for them by wholesalers and pro- 
vided their own sales outlets. Only the 
largest of companies, however, found 
this economical. The wholesalers’ po- 
sition did not suffer since new mining 
operations were continually opening, 
increasing the necessity for the whole- 
salers. 

Unlike other basic American indus- 
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tries, there has been little integration in 
the coal producing industry. The num- 
ber of companies producing automobiles, 
steel, and electrical supplies can be num- 
bered in the dozens and a mere handful 
in each field produce the preponderance 
of the total output. On the other hand, 
there are thousands of individual coal 
producing companies and the largest 
coal mining company in the country 
produces less than five per cent of the 
total tonnage of the United States. Only 
a handful produce individually more 
than one per cent of the national total. 
The few relatively large producers main- 
tain their own distribution departments 
but even some of these use the services 
of a wholesaler occasionally. The thou- 
sands of medium- and small-sized pro- 
ducing units continue to depend on the 
wholesaler to maintain their competitive 
position in the industry. 

Originally, wholesale companies con- 
fined their activities to the markets ad- 
jacent to the place in which they were 
located. However, as they grew and as 
new coal fields were developed many of 
them expanded their market coverage. 
Today some companies distribute coals 
in over half of the forty-eight states. 
When wholesale companies confined 
their activities to a relatively restricted 
area, producers found it necessary to use 
several wholesalers, each located in a 
different place, in order to obtain com- 
plete distribution. While some still fol- 
low this method, the expansion of the 
range of activities of wholesale com- 
panies has given rise to the practice of 
selection by a producing company of 
one wholesaler to distribute its product 
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in all markets. This trend, which has 
developed very rapidly in the last fif- 
teen years, has brought with it a signifi- 
cant change in the method of operation 
of wholesale companies. 

Formerly, wholesalers usually acted 
as independent merchants buying coal at 
a fixed price and reselling at a price 
which would realize a profit. Little or no 
obligation rested on the wholesaler to 
purchase any particular portion of the 
producer’s output. When producers and 
wholesalers began entering into exclusive 
arrangements, however, such arrange- 
ments took the form of del credere sales 
agency contracts. Under such terms the 
wholesaler undertook the obligation to 
keep the mine producing to the greatest 
extent possible and to sell the coal at 
the best obtainable prices, receiving for 
his services a fixed share of the sale price. 
The wholesaler’s compensation under 
such arrangements is generally expressed 
as a percentage of the selling price, 
although in some cases it has been fixed 
at a definite amount per ton. The former 
method is preferred because it provides 
an incentive for increasing the mine’s 
realization. While practically all whole- 
sale coal companies operate today both 
as independent merchants and as agents 
of the mine, the overwhelming volume of 
business now is of the agency type. 

The development of these agency re- 
lationships has been brought about by 
the desire of most producing units to 
obtain a sales organization comparable 
in size and efficiency to the sales depart- 
ments of the larger. producing companies. 
Furthermore, wholesale coal companies 
were anxious to secure adequate and 
continuous sources of supply of various 
types and kinds of coal so as to enable 
them to compete with those producers 
who market their own coals. The larger 
wholesale coal companies of today will 
distribute the total output of as many as 


twenty or more separate and independ- 
ent producing companies. Thus each of 
these medium- and small-sized mining 
units receives the services of an estab- 
lished and experienced marketing or- 
ganization at a fraction of what it would 
cost them individually to create a similar 
sales department. 

The services and functions of a coal 
wholesaler are of particular interest be- 
cause they vary from the functions of 
wholesalers of consumers’ products in 
several important respects. His primary 
function is, of course, selling, but to per- 
form that function in the most efficient 
manner a wholesale coal company en- 
gages in many ancillary activities. It 
conducts advertising campaigns for all of 
the coals it is marketing; provides engi- 
neering service to consuming companies 
and merchandising service to retail com- 
panies; it surveys potential markets; 
introduces new coals into the markets; 
it advises the mines on preparation and 
sizing; settles all customer complaints; 
handles all traffic problems in connection 
with the distribution of coal and, finally, 
it assumes all of the credit risks, a service 
not generally rendered by an agent. 

The coal wholesaler, however, does 
not warehouse coal nor break bulk ex- 
cept in special cases involving docks es- 
tablished to receive and store coal trans- 
ported by water to New England and the 
states bordering on the Great Lakes. The 
function of warehousing and breaking 
bulk in the coal industry is performed by 
the retailer. This industry practice was 
recognized and approved by the U. S. 
Government in the Bituminous Coal Act 
of 19375 wherein, it was provided by defi- 
nition, among other things, that a dis- 
tributor was a person who did not physi- 
cally handle coal except over a dock. 

The coal wholesaler differs from the 
consumer goods wholesaler also in the 
fact that usually a large proportion of 
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his sales are made direct to consumers, 
such as manufacturers, steel plants, 
public utilities, railroads and state and 
federal government installations. Of the 
total volume of wholesale business, only 
twenty-five per cent is with retail dealers. 

The exact number of coal wholesalers 
in the country is not known because 
many retail dealers conduct small whole- 
sale businesses as a side line in the terri- 
tory adjacent to the city in which the re- 
tail yard is located. However, the great 
bulk of wholesaling is done by approxi- 
mately 250 companies. These companies 
distribute about fifty per cent of the com- 
mercial production of the country. This 
volume represents an annual business in 
excess of one and one quarter billion 
dollars. There are about 20,000 men and 
women employed in the industry with 
varying degrees of educational back- 
ground. Most employees have at least 
a high school education and the number 
with college training is rapidly increas- 
ing. The greatest opportunities in the 
industry are in the sales and engineering 
fields and it is certain that the trend 


toward the employment of more college 
graduates will continue. 

The wholesale coal companies, indi- 
vidually and through their Association, 
are taking steps to preserve their posi- 
tion in the industry by constantly being 
on the lookout for new or improved 
methods to increase their efficiency. Con- 
siderable attention is presently being 
given training programs for established 
salesmen as well as new recruits. Scien- 
tific methods for the evaluation of em- 
ployees and prospective employees, used 
extensively by the largest corporations 
in the country, are being developed for 
the industry. 

Management is continually conduct- 
ing cost surveys within the industry 
and cost analysis in the individual 
companies. Market research activities 
and service standards are likewise being 
inproved and expanded. 

The wholesale coal industry knows it 
can continue to thrive and prosper only 
so long as it performs an essential eco- 
nomic service at a lower cost and more 
efficiently than can someone else. 
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WHOLESALE SHOE FINDINGS BUSINESS 
W. L. WARDELL 


Executive Vice President, Shoe Service Institute* 


be KNow the wholesale shoe service 
industry in the U.S.A., its genesis 
and growth, you must first understand 
what a “‘finder”’ is for that is the general 
designation for those who function as 
wholesalers to the shoe service industry. 

The origin and use of this term 
“finder” are encompassed by the same 
haze of obscurity as is the early history 
of the industry itself. Two interesting 
legends exist and persist as to how the 
name “finder” came into being. 

In the pioneer days of our country the 
making and repairing of shoes was a 
necessary responsibility of the family, 
each family group developing an increas- 
ing facility. As the country grew and 
population increased, itinerant crafts- 
men journeyed from farm to farm and 
from village to village making and re- 
pairing the footwear of the family. The 
farmer often supplied leather for these 
shoes from the hides of animals he butch- 
ered for food. He tanned the leather him- 
self in his own pits using his own formula. 
As the itinerant shoe craftsmen began to 
find out that farmer Jones’ leather was 
better than farmer Smith’s he would ac- 
quire extra quantities of this better 
leather and make it available to others 
on his trade route. 

The “‘Buttons and Bows” and other 
ornaments called for in the making of 
“Sunday best” shoes had to be found, 
and the wandering shoemaker : spent 
much of his time searching the markets 


* Eprror’s Nore: During the recent annual con- 
vention of the National Leather and Shoe Finders Asso- 
ciation the name was changed to Shoe Service Institute 
of America. This new title has been used throughout this 
article, but it should be understood that it applies to the 
group formerly known as the National Leather and Shoe 
Finders Association. 


for these articles, many of which were 
importations. As demand for the materi- 
als to make and repair shoes grew the 
shoemakers began to commission other 
traders to search and find the required 
materials—and this is how, according to 
one legend, the wholesaler in our industry 
got his name of “‘finder,” i.e., one who 
was a searcher, a finder, of the materials 
and equipment for the craft. 

In England a grindery is a place where 
leather workers’ materials are sold. 
Hence, a second legend holds that 
“grinder” became “finder” somewhere in 
the dim past as the word traveled across 
the ocean. 

The word “findings” appears in sev- 
eral trades and industries—in jewelry 
and tailoring, to name two. The term 
“findings” in our industry now blankets 
all of those miscellaneous items which 
go into the making, repairing, and care 
of shoes, other than the leather, rubber, 
and nuclear products that are used to 
build or repair the shoe proper. 

The shoe wearers of the U.S.A. spent 
during recent years some 300 million 
dollars a year in the more than 60,000 
shoe service shops of this country. The 
accident of war and the incident of shoe 
rationing helped to build a high sales 
volume in this industry. Since that peak, 
reached in 1946 and continuing until 
March 1947, there has been a consistent 
downward trend; the national shop vol- 
ume for 1948 was around 252 million 
dollars. 

The shoe service industry consists of 
three principal segments: first, the pro- 
ducer or manufacturer segment in which 
are included leather tanners, rubber man- 
ufacturers, machinery manufacturers, 
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makers of laces, polishes, heel plates, 
shoe trees, and producers of many other 
products and materials used or sold by 
the shoe service shops. The second seg- 
ment is the wholesaler, called in our in- 
dustry the “finder.” The third segment 
is the shoe service shop operator or shoe 
repairman. 

There are more than 60,000 shoe serv- 
ice shops scattered from coast to coast, 
and many are remote from major dis- 
tribution centers. Since all of these have 
to be serviced and supplied with matefi- 
als, it is dificult to conceive how the 
basic and necessary shoe service industry 
could exist and function without the 
existence of the wholesaler—the “finder.” 
Approximately 1,000 finders, ranging 
from small, one-man operations to rela- 
tively big organizations having estab- 
lishments in several cities, make up the 
list of finders located throughout the 
United States. Most finders, and all of 
the better ones, have adequate places of 
business in which the merchandise of the 
industry is warehoused and displayed. 
These finders have salesmen who cover 
several states going to the remotest 
village where there is a shoe repair shop. 
These salesmen take orders, advise on 
problems of shop management, mer- 
chandise display, quality of workman- 
ship, and they make collections. In this 
industry a shop owner’s order for the 
merchandise of any one manufacturer at 
any one time can be and often is small— 
so small that it would be impractical and 
unprofitable for the manufacturer to 
handle the sale and ship the order direct. 

Over a long period of years the essen- 
tiality of the finder to the producer and 
to the shoe service shop has been 
proved from the standpoint of both 
service and performance. 

With national shoe service shop sales 
volume running around 300 million 
dollars a year there is an average “‘take” 


of $5,000 a year for each of the more 
than 60,000 shops. Of course some shops 
sell $50,000, $100,000, or even $150,000 
a year. This means, of course, that the 
low man on our industry’s economic 
totem pole—and he is in the majority— 
does less than the $5,000 average. 

To the shoe service shops of America 
the finders sell something like 100 million 
dollars of machinery and materials, and 
the manufacturing or producing seg- 
ment of the industry markets some 75 
million dollars worth of commodities to 
and through the finders. 

So it becomes evident that as this di- 
versified volume of materials and equip- 
ment is broken down into the many 
small orders and into the small volume 
requirements for each repair shop, the 
function of the wholesaler in consolidat- 
ing the commodity and credit require- 
ments and in relieving the manufactur- 
ers and tanners of the burden of dupli- 
cated, long-distance shipments of these 
many items becomes patently essential 
and obviously necessary. 

Of the 1,000 (approximately) finders 
in the United States 302 are regular 
members of the Shoe Service Institute. 
These members, constituting approxi- 
mately one-third of all finders in the 
United States, account for at least two- 
thirds of the sales volume at wholesale. 
The leading tanners and manufacturers 
of the industry are associate members of 
the Shoe Service Institute and most of 
them are advertisers in Shoe Service 
Magazine. This is a monthly publication 
which is offered free to every shoe service 
shop in the country and its circulation 
reaches more than 95 per cent of all 
shops. All finders, too, receive the maga- 
zine. 

The Shoe Service Institute is anon- 
profit organization. For a period of al- 
most fifty years this Association has 
worked with and for the industry in an 
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endeavor to raise the standards of work- 
manship, shop appearance, and to en- 
courage better merchandising methods. 
The Association sponsors a program 
of shop modernization and improve- 
ment. It furnishes shoe service shops 
with complete advertising campaigns 
and promotion materials consisting of 
newspaper mats, recorded radio an- 
nouncements, outdoor advertising post- 
ers, and dealer helps such as postcard 
campaigns, package enclosures, and store 
displays. The wholesale or finder seg- 
ment of the industry, realizing that it 
can succeed and move forward only to 
the extent that the shoe service shop 
succeeds and moves forward, is working 
constantly through the National Asso- 
ciation to raise the standards of the shoe 
service shop and to do everything within 
its power “‘to cause more people to go to 
shoe service shops for more shoe repair- 
ing and other shoe-care needs.”’ Educa- 
tional campaigns pointing out to the 
shoe repair trade the wisdom of im- 
proved customer relations, good looking 


shops, better workmanship, and better 
shop management are conducted by the 
Association. Contrary to common belief, 
the shoe repair industry is not a “de. 
pression” business. Shoe repair business 
is good when other businesses are good. 
More shoe repairing is done when more 
good shoes are being sold, and the num- 
ber of repair shops increases or decreases 
as the number of pairs of new shoes 
sold moves up or down. 

As volume shrinks in our industry 
profits and costs become a matter of 
increasing concern for all segments. As 
volume decreases it is particularly vital 
that finders know their costs of doing 
business. As this is being written a study, 
national in scope, is being conducted by 
Ernst & Ernst, Certified Public Account- 
tants, in cooperation with Dr. E. O. 
Dille, Head, Department of Marketing, 
University of Tennessee and marketing 
consultant to Shoe Service Institute, to 
collect and disseminate full information 
as to finders’ costs of operation. 











WAREHOUSE DISTRIBUTION OF STEEL 


ARTHUR L. COLLINS 
Vice President, Philadelphia Chapter, American Steel Warehouse Association 


VER hear of a department store where 
EK shelves are stocked and racks are 
stacked with steel—nothing but steel? A 
“merchandise mart” where, if you were 
the purchasing agent of a metalworking 
plant, you could buy almost any kind, 
size and shape of this basic, versatile ma- 
terial from structurals to stainless... 
from a few pieces to a carload? 

Meet the modern steel warehouse. 

What Macy’s, Wanamaker’s, I. Mag- 
nin’s, Kaufmann’s, Nieman-Marcus, the 
May Company and other famous de- 
partment stores mean to millions of con- 
sumers, the nation’s steel warehouses are 
to many, many thousands of steel users. 

Small businesses and many large ones 
look to the warehouse as their source of 
supply for the steel used to form and 
fabricate products of near-endless vari- 
ety. For in peace, as in war, the steel 
distributor through his ability to deliver 
the goods on short notice from the ware- 
house plays a prominent part in helping 
to keep America’s utilities and her pro- 
duction lines running smoothly. He pur- 
chases from the producer thousands of 
steel items of all kinds and stocks them 
in a representative range of standard 
sizes, grades, lengths, and finishes. 

How steel is made comprises one story; 
how it is distributed constitutes another. 
The warehouseman serves a function 
every bit as necessary and useful as the 
fellow who tends the blast furnace. 

Steel distributing and its place in the 
present-day production pattern goes 
back to steelmaking’s earliest days when 
smelting and rolling processes involved 
considerable manual labor. 

Orders were processed on an individual 
basis then, resulting in limited output 
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and relatively high costs. But as the 
steelmaker’s art advanced through the 
years in response to growing demands, 
the techniques of producing and distrib- 
uting it also similarly developed and 
improved. 

From this combination of continuous 
technical refinements has emerged eco- 
nomical rolling of steel on a prodigious 
scale... “tonnage output,” as mill men 
term it. This stellar achievement of 
man’s mastering of machines and ma- 
terials thus enables any buyer to secure 
steel in a wide variety of forms and quan- 
tities for only a few cents a pound. 

What is the key to economical pro- 
duction? The answer lies in tonnage. 
That is the reason why general mill 
practice under normal conditions dic- 
tates the grouping and accumulating of 
orders of particular kinds and sizes of 
steel until the mill has booked sufficient 
tonnage of each to insure most economi- 
cal rollings. 

Imperative as this factor is to elimi- 
nate the tremendous expense entailed 
through changing rolls frequently and to 
keep steel costs at a minimun,, it often- 
times creates a delivery problem. With 
most products the time that must be 
allowed for mill shipment after receipt 
of an order ranges from a few weeks to 
three or four months, or even longer, 
depending on schedules. 

Sometimes an emergency arises when 
scheduled mill shipments fail and stock 
bins scrape bottom. Here is where the 
steel buyer’s department store—the 
warehouse—fits into the industrial pic- 
ture as it supplies steel from stock when, 
where, and in the exact quantity needed. 

Of course, there are many buyers who, 
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using tonnage-lots, are able to gauge 
their demands sufficiently ahead so that 
they can place their orders for mill 
production. But emergency steel re- 
quirements, both large and small, must 
be met by warehouses. Their stocks must 
be on hand and ready to be dispatched 
on short notice. This is true virtually of 
every steel product turned out by the 
mill. 

No single manufacturer, obviously, 
can always be sure to have in stock every 
item necessary to meet any eventuality. 
That is why all manufacturers, from the 
largest to the smallest, depend upon the 
protection that warehouse stocks afford. 
For the warehouse secures steel from 
many mills and conveniently groups its 
products at a single plant so that they 
are always accessible. 

From one convenient and dependable 
source, then, steel users may purchase 
any particular product immediately or 
combine various products into a single 
order. Thanks to the wide assortment of 
steel thus made available to them, the 
smaller manufacturers in particular are 
able not only to meet their requirements 
when any contingency develops, but also 
to avoid building up costly inventories. 

The average warehouse stock is big 
and diversified. The typical warehouse 
maintains a stock of 5,000 to 7,500 dif- 
ferent kinds, shapes, and sizes of steel. 
This usually involves an inventory of as 
many as 10,000 to 20,000 tons. It in- 
cludes hot rolled or cold rolled finished 
steels .. . alloy, carbon, stainless .. . in 
bars, tubes, sheets, strips and wire. To 
handle the distribution of these multiple 
hundreds of items, certain essentials are 
required—large buildings, scores of racks, 
many cranes, a modern truck fleet, and 
other equipment, and an adequate staff 
in warehouse and office. 

In contrast with the tonnage mill, 
where length and width of products are 


generally standardized, the warehouse 
cuts steel to any size and shape desired 
by the user. Structurals, bars, and bar 
shapes are sheared or sawed to any 
length. Light, flat-rolled steel is slit or 
sheared to size. Heavy sheets and plates 
either may be sheared to size or flame- 
cut to squares, rounds or irregular shapes. 

These are largely standard warehouse 
fabricating services, but so swiftly are 
steel-cutting methods and allied process- 
ing techniques advancing these days that 
certain distributing organizations now 
provide additional services to industry 
for cutting, bending or forming steel as 
the user desires it. 

Quick delivery service is the pulse and 
heart-beat of the steel warehouse busi- 
ness. Steel is usually delivered the same 
day it is ordered. There is hardly a spot 
in the United States where delivery 
cannot be made within 24 hours. 

Stocks are located in key industrial 
centers across the country, and every 
operation within a warehouse is geared 
to prompt, speedy order-handling. En- 
tering of all orders, whether received by 
mail, telephone, or telegram, is merely 
a matter of minutes. Almost as soon as 
an order is entered, the steel required 
starts moving from the various storage 
racks and bays to a central loading plat- 
form. From there it proceeds, usually by 
truck, to the consumer’s plant. 

Delivery of steel that must be cut or 
processed in other ways generally takes 
somewhat longer, depending upon the 
amount of work necessary to prepare the 
shipment. But in emergencies when a 
shortage of material threatens to break a 
link in the production chain or when a 
breakdown in equipment impairs plant 
operation, warehouses can, and fre- 
quently do, help their customers avert 
serious losses by delivering steel on short 
notice at practically any hour of the day 
or night. 
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The most vivid example of quick steel 
delivery from warehouse stocks came at 
the war’s outbreak with the Jap attack 
on Pearl Harbor. Warehouses emptied 
their racks and bays virtually overnight, 
providing many thousands of tons of 
steel to the government for rebuilding 
and re-equipping that Pacific citadel. And 
in the battle of production that was to 
follow on the home front as we started 
the uphill fight to victory, warehouse 
steel many times kept machine tools 
turning to help the manufacturers “‘beat 
the promise.” 

Industry frequently faces similar 
emergencies in peacetime, too. 

At 11:30 one Saturday night, a ware- 
house manager received an urgent tele- 
phone call at his home. An alloy steel 
shaft was needed to repair a breakdown 
that was delaying operations at an im- 
portant iron mine. Some warehouse 
workers were rounded up and put on the 
job. They quickly got the steel ready. 
The mine sent a truck to the plant at 
4:30 a.m. to pick up the steel. The truck 
was back at the mine at 8 a.m. Repairs 
were made with a minimum delay to op- 
erations. 

Not long ago one western warehouse 
received a rush order from a boiler man- 
ufacturer for several thousand pounds of 
+ X2-inch flats having a special coating 
to meet marine boiler specifications. No 
electroplating shop in the district could 
be located to apply the coating specified. 
It was learned, however, that an eastern 
concern could handle the job. Accord- 
ingly, the order was transferred by tele- 
phone to the distributor’s eastern plant 
in that city, which in turn delivered the 
stock to the plating company the follow- 
ing morning. Four days later the material 
was on its way to the western customer. 
It arrived in time. 

A boiler and tank contractor in 
another western state recently called a 


warehouse at 4:25 p.m., advising that 
all necessary steel was at the building 
site and workmen were ready to start 
the following morning. But ordering of 
ribbed bolts for the job had been over- 
looked and the contractor asked that 
everything possible be done to get the 
bolts there overnight. At 5 p.m., just 
30 minutes after the order was received, 
several kegs of ribbed bolts were loaded 
on a truck which arrived at their destina- 
tion early the next morning. 

The modern steel warehouse staff in- 
cludes men of special training and exten- 
sive experience who know intimately the 
selection, application, and fabrication of 
steel in its various grades. Engineers co- 
operate closely with customers on design 
problems. Metallurgists counsel with 
users on alloys and other special analysis 
steels. Technicians test steel for hardness, 
strength, ductility, and other physical 
properties in well-equipped laboratories 
and recommend most efficient methods 
for heat treatment. 

Through these facilities, backed by a 
thorough knowledge of particular pro- 
duction requiremer.ts, warehouses en- 
able users to secure the most efficient use 
of steel for individual purposes. This 
often results in the selection of a steel 
that performs better and saves money for 
the user. Warehouses may be regarded 
as pioneers when it comes to introducing 
new types of steel to industry. During 
the war, for instance, they educated 
many plants in the use of National Emer- 
gency steels and gave their customers 
time-saving priority data and specifi- 
cations. 

Steel warehouses are of two types. The 
first group stocks heavy steel solely, 
such as plates, structural shapes, bars, 
sheets and strips, tubing, and alloys. 
There are approximately 1,000 of these 
general distributors, ranging in size of 
organization from the largest companies 
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handling over 100,000 tons quarterly 
to specialty tool steel distributors. They 
serve some 300,000 users of steel as 
compared to 35,000 served directly by 
steel mills. 

The general distributors are repre- 
sented industry-wise through a coopera- 
tive organization, the American Steel 
Warehouse Association. Inc., with head- 
quarters in Cleveland. It disseminates 
sales statistics, marketing data, and 
other information on steel warehousing 
of interest and value to all industrial 
consumers of steel as well as to news- 
papers, the trade press, and technical 
schools. 

The second class of steel distributors 
comprises those companies dealing in 
what are known as “merchant trade 
products,” such as nails, fencing, and 
other wire products; eaves trough, roof- 
ing and conductor pipe; butt-weld and 
lap-weld pipe; electrical conduit and 
galvanized sheets. These outlets number 
about 25,000, one in virtually every city 


and town of reasonable size in the coun- 
try. They normally distribute as much as 
50 per cent of the total output of such 
products. 

Since these concerns are really indus- 
trial supply houses which also handle 
products other than steel, merchandising 
or warehouse steel in those instances is 
combined with related industrial items. 
While the number of customers served 
by merchant trade product warehouses 
is unknown, it is believed to be well over 
the million mark as a great portion of 
the demand for these goods comes from 
individual consumers—farmers, builders, 
contractors and others who use steel for 
repair and maintenance work. 

Warehouses receive a higher percent- 
age of total production today than they 
did before the war. In 1940, warehouses 
obtained 6,686,534 tons—14.6 per cent 
of all steel produced. In 1948 they ob- 
tained 11,336,191 tons—17.13 per cent, or 
a net increase of neary five million tons. 
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